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PREFACE 


This book discusses economic development in Albania between 1945 
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CHAPTER 1 
THE ANALYTICAL AND HISTORICAL FRAMEWORK 


At first sight the Albanian economy would seem to be an ‘enigma 
shrouded in mystery’, in that its economic policies are formulated in 
statements quite unlike those applied by governments elsewhere in 
Europe, and the government goes to extraordinary lengths to suppress 
both dissent from its policies and publication of their results. As 
examples of this suppression, one can cite the expulsion (and probably 
execution) of the full corpus of economic ministers in the autumn of 
1975 and the relative failure to publish statistics (amplified in 
Appendix C). 

In terms of levels of output, Albania has remained the least 
developed country in Europe throughout its modern history. Since 
the Second World War, however, the economy has been transformed by 
the rapid development of an industrial sector, which had contributed 
only 4.4 per cent to net material product in 1938 but which now 
accounts for well over half. 

Table 1.1 shows the changes in a series of major economic indicators 
up to 1973. From the table it is clear that the Albanian economy has 


TABLE 1.1 Growth indices for the Albanian economy 


(1938=1) 
1950 1960 1970 1973 
Gross domestic material product 1.7 4.0 8.3 10.7 
Global agricultural production 1.2 1.7 3.1 3.5 
Global industrial production 4 25 64 86 
Retail trade turnover 1.4 6 10 13 
Population (millions) 1.20 1.60 2.14 2.30 


Source: 30 vjet Shqiperi socialiste (Tirana, 1974), pp. 21, 56, 112, 177, 183. 


sustained rapid economic growth since 1950.’ Even agriculture, 
traditionally a problem sector in centrally planned economies, has 
managed comfortably to outstrip the rate of population growth. Given 
Albania’s evidently successful economic performance since the Second 
World War, it is surprising that so little has been written on the 
country’s economy by Western scholars. 

Hence, it is necessary both to discern the economic strategy and to 
elucidate its application. In undertaking the first task, one comes to 
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comprehend a concept of much wider application, since Albanian 
economic strategy represents a literal application of that set out in 
Stalin’s last published work, Economic Problems of Socialism in the 
USSR. The formulations in the book were never implemented as policy 
in the USSR. 

Therein, it is hoped, lies one of the novelties of this study. But its 
corollary is also of topical interest, in that, following a uniquely 
‘Stalinist’ path, Albania has borrowed very little from China. Because 
China was Albania’s only ally, and because Albania deferentially used 
Chinese-style terminology (from the Cultural Revolution downward), 
observers have all too readily assumed that the Albanian leadership was 
Maoist.? Indeed, pilgrimages of Western European Maoists (and a few 
exiles from Eastern Europe) fortified this belief. Xenophobia in China 
precluded their travel to Peking, and Tirana was a ‘second best’. In fact, 
they were misled, and in retrospect the break with China in 1978 need 
not have been unexpected. 

An analysis of Albanian economic development reveals that the 
establishment of a set of institutions that would facilitate rapid 
industrial growth has at times, not surprisingly, been subordinated to a 
desire on the part of the party leadership to remain in power.’ In 
particular, it may be argued that the decentralization of economic 
decision-making power implied by the 1966 reorganization of the 
system of economic planning and management was inspired more by 
the need to quell popular unrest and enhance the party’s influence 
throughout the economy than by any direct link between the old 
planning system and economic performance. 

A discussion of the salient features of the Stalinist development 
strategy and its application to the Albanian economy throws light 
on some of the problems likely to be encountered in other small 
developing economies if an attempt is made to achieve high rates of 
growth of industrial output in the absence of a sufficiently large skilled 
workforce and at the expense of the agricultural sector of the economy. 

The policies adopted by the Albanian government in its attempt to 
overcome two major constraints on industrial development are here 
analysed with a view to discovering the important points of interaction 
between the planning and management system and the industrialization 
strategy. Thus, Albania’s enforced reliance on foreign aid is considered 
in the context of the use made of the monopoly of economic decision- 
making power within the policy, planning, and administrative hierarchy 
to channel foreign capital efficiently into priority branches of industry. 
A further area of interest is opened by the exploration of the place of 
aid in a programme ostensibly based on ‘self-reliance’, and this is 
discussed in the context of the debate on the ‘two-gap problem’. 
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The second important constraint implied by the Stalinist develop- 
ment strategy arises from a conflict between the high rate of domestic 
saving necessary for its successful implementation and the need, if 
possible, to obtain the co-operation of the population in pursuing 
development goals, or at least to secure their acquiescence. An esti- 
mated index of per capita consumption is used (in Chapter 5) in con- 
junction with data on changes in the distribution of income to show 
that the Albanian leadership has been unwilling to implement policies 
that would reduce the real income of workers or peasants. Rather, it 
emerges that attempts have been made to forestall undesired increases 
in consumer demand by reducing — when expedient — the real incomes 
of managerial and administrative salary-earners. It will be argued that 
the power base necessary to prevent potentially dangerous opposition 
to such measures has been created partly through the institution of 
ideological campaigns and partly through schemes for worker partici- 
pation and control within the economic planning system. 


THE CLASSIC SOVIET MODEL 


The classic Soviet model of economic administration has been the 
prototype for all socialist centrally planned economies, and its essential 
features provide a backdrop against which to view the Albanian 
implementation of a Stalinist development strategy. 

According to Wlodziemierz Brus,’ planning and management of the 
economy in the classic Soviet model is characterized by five major 
features, the last four being in some measure a consequence of the first. 

(1) There is a concentration of practically all economic decisions on 
the central level (except for individual choice in the fields of con- 
sumption and employment). The most important of these decisions are 
those relating to such basic economic proportions as the rate of accu- 
mulation and the rate of investment, which in turn determine the 
growth rate; the distribution of investment funds between various 
sectors of the economy; the division of the consumption fund into 
collective and individual consumption; and the determination of the 
main proportions of current output in accordance with the adopted 
structure of income distribution. 

(2) The nature of the plan is hierarchical and the links between 
different parts of the economic apparatus are vertical. Since the major- 
ity of economic decisions are taken centrally and economic plans are 
generally addressed to specific enterprises, the intermediate levels of the 
state hierarchy will be involved in considerable negotiations with both 
the central planners and enterprise management. But there is little in 
this system to encourage horizontal links between suppliers and cus- 
tomers. 
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(3) The imperative form of transmitting decisions is downwards. 
Lower levels of the hierarchy usually receive plan tasks as orders 
which must be obeyed regardless of the prevailing economic climate. 
Further, if the central authorities feel the need to make changes in a 
plan in mid-stream, the enterprises must alter their activities and fall in 
line with the revised plan. Material incentives are generally used to 
ensure compliance on the part of subordinates in this system; but, since 
the complex of plan targets given to the enterprise is often imperfectly 
co-ordinated, enterprise management is often faced with a set of 
alternative activities, all leading to material reward (or avoidance of 
penalty). Under these circumstances, it is not surprising that decisions 
taken at enterprise level sometimes conflict with, rather than promote, 
the goals of higher levels in the hierarchy. 

(4) There is a predominance of economic calculation and planning 
in terms of physical units. From the viewpoint of central planners, 
planning in physical units clearly minimizes the risk that enterprises will 
carry out undesirable substitution in production. On the other hand, an 
unwillingness to use price as an aggregator in detailed plan formation 
implies ever-increasing plan complexity as the variety of goods pro- 
duced in the economy increases. 

(5) Money plays a passive role within the state sector. In the classic 
Soviet model, workers are paid in notes and coins and spend this active 
money in their capacity as consumers. Inter-firm transfers are, however, 
carried out according to plan. Since unplanned deliveries are illegal, an 
enterprise has no need of active money beyond the wage bill. On the 
other hand, the pricing of goods used within the state sector and the 
maintainance of transfer accounts provide the central authorities with a 
mechanism for checking the activities of enterprises. Thus, on receipt of 
a planned delivery, the enterprise pays— by cheque — an amount 
specified in the financial plan. This amount is credited to the supplier’s 
account in the central bank. Ideally, therefore, the central bank should 
be able to alert the planners if plan violation is occuring at the base. 


These are the five essential characteristics of the centralized planning 
system.* The ideological underpinnings of the system and its implemen- 
tation and modification in Albania are considered in Chapter 2. It 
should be clear that a planning system in which most decisions are 
taken at the central level is well suited to the rapid mobilization of 
resources in key sectors of the economy. The complexity of the 
economic system demands that planners focus on priority sectors and 
treat the rest of the economy as a residual. This is in sharp contrast 
with the perfectly competitive market system, in which the forces of 
demand and supply ensure optimal ‘planning’ in all sectors but permit 
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unpredictable changes in output mix. Even in a regulated market 
system, the central authorities’ priorities can be assured only up to a 
certain point, beyond which central direction — with its concommitant 
weakening or suspension of the market — is required. 

In the classic Soviet model of economic administration, the 
development of heavy industry has a higher priority than that of light 
industry, the output of producer goods is generally planned to grow 
more rapidly than that of consumer goods, while industrial develop- 
ment takes precedence over agricultural development. It is for this 
reason that the major emphasis in this book is on the development of 
Albanian industry. Albanian agriculture, while of considerable interest 
in itself, is treated —in accordance with Stalinist development 
strategy — as a residual. Chapter 3 considers the industrialization 
process in Albania. 

The priority development of heavy industry requires the availability 
of certain scarce raw materials and technologies. The Soviet Union, 
being well endowed with minerals and sources of energy, was able to 
achieve this goal without placing undue strain on its balance of 
payments, though the persistent neglect of agriculture has led, in recent 
years, to considerable food import bills. Economic self-reliance — in the 
sense that growth targets may be met without running a balance of 
payments deficit — has been a long-term goal of the Albanian govern- 
ment since it took power in 1944. However, in no year since that time 
has this goal been reached. The impact of trade and aid on Albanian 
economic development is discussed in Chapter 4. 

In the classic Soviet model, the high rate of domestic saving 
necessary for the rapid development of heavy industry implies a 
potential conflict with the need to provide incentives for the mass of 
workers to behave in ways that promote this goal; and in the Soviet 
Union rigid adherence to the priorities of the central authorities has in 
fact often resulted in temporary reductions in the real income of the 
population. As has already been indicated, the Albanian government’s 
income distribution policy has aimed at avoiding, or at least ‘defusing’, 
this potential conflict. 


THE ORIGINS OF STALINISM IN ALBANIA 


It has been suggested above that the development strategy of the Party 
of Labour of Albania (PLA) is based largely on the guidelines set out 
by Stalin in Economic Problems of Socialism in the USSR. In this 
section an attempt is made to present those features of Albania’s 
modern history that help to explain the close adherence of the PLA 
leadership to Stalinist ideology. First, evidence is presented to support 
the contention that the adoption of Stalinist ideology by the leadership 
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of the PLA was voluntary, and not the result simply of subservience to 
the Soviet government. Second, it will be argued that the breakdown in 
Albanian—Yugoslav relations in 1948 partly explains the enduring 
attraction of the ideology. Finally, it will be argued that Albania’s 
natural resource endowment, in any case, favoured the adoption of 
the Stalinist development strategy. 

The history of the communist movement in Albania is not well 
documented. The official History of the Party of Labour of Albania® 
gives 1928 as the year in which cells were first set up in Albania, while 
Marmullaku” suggests that it was 1927. By 1940 there were three 
prominent communist groups in the country: the Korga, the Shkodra, 
and the ‘Youth’ group. The formation of these groups and the struggles 
between them need not be discussed here.® Suffice it to note that 
Albania’s first link with the Soviet Union was provided by the 
formation of an Albanian Communist Group in Moscow in 1927. An 
important member of this group, Ali Kelmendi, returned to Albania in 
1933 as the Comintern’s representative and is reported to have exerted 
a strong influence on the organization and idelogical direction of the 
Korga group, from whose ranks the future leaders of the PLA were to 
emerge. 

On the other hand, it cannot be assumed that the Korca group was 
to become a miniature of the Communist Party of the Soviet Union, 
for it also came under the influence of communists who had embraced 
Marxism in Western Europe. In view of the impact he has had on the 
development of Albanian economic ideology and the goals of the PLA, 
it may prove fruitful to provide a brief biography of the most 
important of these men, Enver Hoxha. 

Hoxha was born on 16 October 1908 in Gjirokaster, of middle-class 
Muslim parentage. He completed his Albanian education at the Lycée 
Frangaise in Korcga and was awarded a government scholarship to study 
engineering at Montpellier in France. He soon joined the Communist 
Party of France, and, as a consequence, lost his scholarship. In 1934 he 
moved to Paris, where he wrote several articles for L’Humanité 
attacking Zog’s subservience to the Italian government, and began to 
study Law. Hoxha’s activities and his links with other Albanian 
communists in Paris, were eventually discovered by the Albanian 
government and he was forced to move to Belgium. In Brussels he 
continued to read law but, for reasons that are not known, did not 
complete his studies. 

Hoxha returned to Albania in 1936 and joined the Korga 
Communist Group. Although he was not a leader of the group, his 
popularity among Albanian communists, which probably resulted from 
an astute decision not to become involved in the power struggles of 
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the three communist groups, led to his election as the first head of the 
Provisional Central Committee of the Communist Party of Albania 
(CPA) in 1941. The Party had been founded as a coalition of the three 
groups at a four-day meeting which convened in Tirana on 8 November 
1941. The resolution of the meeting makes clear the organizational 
and ideological direction in which the CPA was intended to develop: 


The party should not be a party of the old type, a party similar to 
that of the Second Social-democrat International infested with decay, 
inactivity, nepotism, factionalism and betrayal of the interests of the 
working class. We want a party capable of leading the working class in 
battle to victory. ... 


It was further argued that the party would have to purge itself of all 
Trotskyite and anarchist influence and set itself the following task: ‘We 
should strive energetically to uplift the cadres ideologically, theoreti- 
cally, and politically by imparting to them the Marxist—Leninist 
theory. ...’ 

Thus, while it was hoped that the CPA’s ideology would be Stalinist, 
the need — as late as this — to order the translation and publication in 
Albanian of such works as the History of the CPSU (Bolsheviks), Short 
Course, as well as a number of works by Marx, Engels, Lenin, and 
Stalin, throws doubt upon the extent of Kelmendi’s influence on other 
communists up to that time. The hypothesis that Comintern influence 
in Albania was weak is further supported by an examination of the 
writings of Enver Hoxha during the Second World War. Thus, with 
respect to the role played by Britain and the United States during the 
war, the first edition of the organ of the CPA’s Central Committee, 
Zéri i popullit (Voice of the People), published on 25 August 1942, 
noted 


The three great allies are fighting today for one aim: to crush fascism. 
The Soviet Union, with the Red Army of workers and peasants headed 
by comrade Stalin, leads the way as the vanguard. Then come the two 
great democracies: Britain and America, two great powers with colossal 
economies, which are preparing for a Second Front in Europe.”! 


Further, it was asserted that Albania could be liberated only from 
within: 


Zéri i popullit will rally all the virile energies of the Albanian people, 
the energies of all those who have understood once and for all that, 
‘Freedom is won, 
It is not donated’.!! 


Indeed, even towards the end of the war, there is evidence to suggest 
that Hoxha had not ruled out the possibility of good relations with 
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the West in later years. In his speech at the October 1944 Berat 
Congress, Hoxha stated: ‘The great allies, England and the United 
States of America, which with their hard and continuous bombard- 
ments were inflicting on Germany, internally as well as along the whole 
Western front, great damage, opened in France the lightening thrust. . ., 
a thrust which will expedite the liberation of Europe from Nazi 
Germany....’'? Then, in his speech before the April 1945 Youth 
Congress, Hoxha declared: 


Think ... what would have happened if the people of the Great 
Democracies, of Great Britain, were not strong, those people who 
placed in the service of the anti-facist war all their economic and 
military potential; if it were not for the great English and American 
Armies which stormed the German fortress from the West; if it were 
not, in the first place, for Churchill and his rare ability as a leader; if 
it were not for the great Roosevelt, whose death has grieved our 
people because we lost one of our great friends, and the progressive 
world one of the true defenders of democracy and freedom.! 


Hoxha’s seeming unwillingness to appear as an unquestioning 
supporter of the Soviet Union is not inconsistent with an earlier state- 
ment, made on the occasion of the arrival in Albania of Comintern 
directives in 1943. Hoxha noted that no previous directive had ever 
been carried out in Albania; ‘the directives were sabotaged because they 
did not find favourable soil’.'* The speech also provides evidence that 
Hoxha and his colleagues had been careful to treat incoming Soviet 
influence selectively. Thus, while several members of the Moscow 
Communist Group had returned to Albania, only one — the already 
deceased Ali Kelmendi — ‘whose name all of us communists must hold 
in high regard, propagated the correct line of the Communist 
International. He, and only he, carried out his task as a communist 
pioneer should do’.!* 

Finally, it should be noted that when Hoxha’s new government 
arrived in Tirana on 28 November 1944 it had seized power without 
the aid of any Red Army troops. 

It would thus seem reasonable to argue that the attraction of 
Stalinist ideology to the CPA leadership — or, rather, to the supporters 
of Enver Hoxha in the leadership — stemmed more from the fact that 
no other formulation of Marxist ideology based on socialist practice 
was then in existence than on Soviet pressure on, or influence within, 
the CPA. However, this does not explain the enduring nature of 
Stalinism in Albania when other East European countries, who were 
provided with Stalinist leaders educated at the source, have long since 
revised their ideologies and development strategies. An analysis of the 
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relations between Yugoslavia and Albania in the immediate postwar 
period lends support to the hypothesis that Hoxha became a lifetime 
Stalinist in 1949. 

Although official Albanian histories fail to acknowledge the fact, 
two Yugoslav communists, Miladin Popovic and Dusan Mugosa, were 
present at the founding of the Albanian Communist Party. N.C. Pano 
has suggested that they acted on behalf of the regional committee for 
Kosovo-Metohija of the Yugoslav Communist Party, and that they were 
instrumental in bringing the three Albanian communist groups together. 
Regardless of the degree of accuracy of Pano’s contention, it is clear 
that Yugoslav influence was exerted on the CPA from its very 
inauguration. Thus, the new Albanian Constitution, drawn up in mid- 
1945, ‘was a virtual carbon of the Yugoslav Constitution of 1945, with 
the major exception that the federal structure of Yugoslavia was not 
adopted’.! © 

On the other hand, a part of the CPA leadership, led by Sejfulla 
Maléshova, desired that the Albanian government should pursue an 
independent line on foreign policy, maintaining good relations with the 
West. They also argued for an initial period of economic development 
within a capitalist framework and government by a popular front 
representing a wide variety of political opinion. Maleshova’s opponents, 
chief among them Kogi Xoxe, saw that, if these policies were 
implemented, Yugoslav influence and the CPA’s hold on the country 
would both be weakened. Hoxha’s position in this factional struggle is 
unclear, but evidence cited above lends credance to Pano’s view that 
Hoxha was probably sympathetic to Maleshova’s position. None the 
less, he “began to waver under pressure from the Yugoslavs and their 
spokesman in the Albanian Party, Xoxe. Realizing the weakness of his 
own position, he joined forces with the pro-Yugoslav clique at a 
meeting of the Politbureau which was held between December 6 and 
11, and denounced the stand of Maleshova and the moderates. 

Kogi Xoxe’s position as Minister of the Interior and Party 
Organizational Secretary allowed him to initiate the purges of several 
pro-Maleshova and anti- Yugoslav members of the CPA in advance of the 
Sixth Plenum of the CPA Central Committee, which convened on 
21 February 1946. At this plenum Hoxha again sided with Xoxe, and 
Maleshova was expelled from the Central Committee. The plenum also 
decided to increase the rate of nationalization and to carry out more 
radical agricultural reforms and agreed ‘that Albanian foreign policy 
should be orientated towards the Soviet Union and the People’s 
Democracies’. It was also announced that the CPA’s First Congress 
would be held in May 1946. 

In the spring of 1946 the People’s Assembly elected a new cabinet. 
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Enver Hoxha was given the posts of Prime Minister, Foreign Minister, 
Defence Minister, and Commander-in-Chief of the Armed Forces, and 
continued to serve as Secretary-General of the CPA. Kogi Xoxe, on the 
other hand, remained Minister of the Interior and Party Organizational 
Secretary. That Hoxha saw Xoxe and the Yugoslavs as a threat to his 
leadership was made clear by his attempts to get rid of them. According 
to Pano, 


His efforts, however, ended in failure. Xoxe and the Yugoslavs thwar- 
ted his plans to call the Party Congress scheduled for May, perhaps 
because they feared that this body might take an anti-Yugoslav stand. 
The Soviet government side-tracked his request to visit Moscow, and 
the Albanian Politbureau rebuffed his draft of a resolution condemning 
the policies of Yugoslavia in Albania during and after World War II. 


His attempt temporarily thwarted, Hoxha submitted to Yugoslav 
pressure for closer ties between the two countries and signed a Treaty 
of Friendship, Co-operation, and Mutual Aid on 9 July 1946. The 
execution of the provisions of this pact would have effectively incor- 
porated the Albanian economy into the Yugoslav Federation. It called 
for the establishment of an agency to co-ordinate the economic plans of 
the two countries, for the standardization of the two monetary 
systems, and for the creation of a common price system and a customs 
union. However, implementation of these measures did not proceed 
smoothly. In 1947 the Albanian government objected to the Yugoslav 
valuation of Albania’s raw material exports, the method by which 
Albanian investment in joint companies would be calculated, the 
alleged failure of the Yugoslavs to contribute the agreed share of capital 
to the companies, and an apparent attempt made by a joint shipping 
company to control Albania’s foreign trade. Complaints were also made 
that Yugoslav experts in Albania were ‘sabotaging’ the economy in an 
attempt to bring about a change in government. 

In an effort to resolve these issues, the Albanian government sent 
Nako Spiru, Chairman of the State Planning Commission, to Belgrade. 
It was also part of Spiru’s task to obtain the Yugoslav aid necessary for 
the fulfilment of the 1947 Nine-month Plan. The Yugoslav government 
stipulated that the aid would be forthcoming only if the joint com- 
mission to co-ordinate Yugoslav and Albanian plans was immediately 
set up. The Albanians refused to accept this arrangement. Spiru’s main 
argument was that, if the two economies’ plans were co-ordinated, the 
Albanian economy would remain backward and forever dependent on 
Yugoslavia. In the event, Pano argues, Tito’s true objectives with 
respect to Albania were signalled when the Yugoslav government 
proposed to Spiru that a secret pact be signed between the two 
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countries, ensuring the protection of Yugoslav interests in Albania in 
the event of any change in the CPA leadership. It may be that Belgrade 
was becoming aware of the extent of the support within the CPA for 
Hoxha’s attempts to rid himself of Xoxe. In any event, Spiru refused 
to sign the pact, and his mission ended with Albanian—Yugoslav 
relations worse than they had been when he arrived in Belgrade. 

Possibly as a consequence of the failed mission, Xoxe initiated new 
moves against his opponents in the CPA leadership. On 20 May 1947 
the Albanian government announced that nine members of the People’s 
Assembly with known anti-Yugoslav sentiments had been arrested, 
tried, and convicted of plotting against the state. Maléshova was among 
those purged in Xoxe’s attempt to swing a majority of the leadership in 
his direction. 

In June 1947 the Central Committee of the Yugoslav Communist 
Party accused Hoxha of pursuing an independent line domestically and 
in foreign policy, and of fostering anti-Yugoslav feelings among the 
Albanian population. However, the CPA Politbureau did not respond to 
this pressure in the way Xoxe wished. Rather, it denounced the 
Yugoslav statement as another attempt to interfere in the internal 
affairs of the CPA. This setback led to a change in Yugoslav tactics, 
and on 12 July 1947 the Yugoslav government announced that it would 
provide 2 billion dinars credit to help the Albanians fulfil the 1947 
plan. 

Even though Hoxha had the support of a majority within the CPA 
leadership, the inherent weakness of his position had become clear. 
Consequently, he turned again to the Soviet Union for assistance, and 
on this occasion Stalin invited him to Moscow without, according to 
Pano, informing the Yugoslavs. The Soviet Union offered to furnish 
Albania with aid for the development of light manufacturing industry, 
and Stalin’s handling of the affair suggests that he was not in full 
agreement with Tito over Yugoslav policy towards Albania. Pano 
argues that Stalin was not ready to rebuke the Yugoslav leadership 
publicly in mid-1947 because it might have jeopardized the creation of 
the Cominform, since Tito had been assigned the task of laying the 
organizational groundwork for the new body. 

Defying the wishes of Belgrade, the Hoxha faction of the CPA 
leadership initiated a new economic plan, which stressed the develop- 
ment of light industry and the mechanization of agriculture, and 
concluded a trade agreement with Bulgaria in August 1947. This was 
followed, in December of the same year, by the signing of a Treaty of 
Friendship, Co-operation, and Mutual Assistance with the Bulgarian 
government. Pano is probably correct in asserting that this act was 
carried out after consultations with Moscow and was designed to show 
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that the Yugoslavs no longer enjoyed a privileged position in Albania. 
He notes that: 


the Yugoslavs, through Xoxe, sought to have inserted in the treaty a 
clause which in effect stated that any joint action undertaken by 
Albania and Bulgaria should have prior Yugoslav approval. Although 
Xoxe in a midnight confrontation with Hoxha threatened to disrupt 
the ceremony at which the pact was to be signed, Hoxha remained 
firm and forced his pro-Yugoslav colleague to back down. During his 
stay in Sofia Hoxha also enraged the Yugoslavs by his failure to 
mention the name of Tito in public. 


By the beginning of 1948, Stalin had apparently decided to set a trap 
for Tito in Albania. He informed Milovan Djilas that, contrary to the 
Soviet government’s expression of disapproval, he, Stalin, had ‘no 
objection to Yugoslavia’s ‘‘swallowing’’ Albania, and that Moscow 
agreed with Belgrade that the “proletarian” Xoxe was far more 
preferable than the “westernized intellectual” Hoxha’. Partly in 
response to these reassurances, and perhaps out of a sense of desper- 
ation, Xoxe unleashed another attack on anti-Yugostav elements in the 
CPA. In early 1948 the Central Committee of the Yugoslav Communist 
Party sent an emissary, Savo Zllatic, to Albania to assist Xoxe in the 
convocation of a Central Committee meeting intended finally to over- 
throw his opponents. The Eighth Plenum duly met on 26 February 
1948, and its proceedings reflect the extent to which the Xoxe faction 
was nearly successful in ensuring a long-term Yugoslav presence in 
Albania. Hoxha was forced to perform self-criticism and join the 
condemnation of Spiru in order to maintain his post as Secretary- 
General. The Plenum expelled Spiru’s widow, Liri Belishova (Spiru had 
commited suicide three months earlier) and demoted the Chief of 
the Albanian General Staff, Mehmet Shehu. It is probably significant 
that Shehu had spent 1945 and 1948 at the Voroshilov Military 
Academy in the Soviet Union. Although Pano argues that Shehu was 
opposed to a proposal to unify the Albanian and Yugoslav armies, his 
future close links with Enver Hoxha may be better explained by his 
postwar connection with the Soviet Union. The Eighth Plenum also 
approved Xoxe’s proposals to merge the Albanian and Yugoslav 
economies and armed forces. 

It thus seems reasonable to argue that, at this point, Enver Hoxha’s 
position in the CPA, and possibly his life, could be saved only if the 
Soviet Union came to his aid. Fortuitously, a first step in the process 
was the expulsion of Yugoslavia from the Cominform, news of which 
was leaked on 28 June 1948. Albania was the first country in Eastern 
Europe to attack Yugoslavia; on 1! July all the economic agreements 


, 
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between the two countries were denounced and all Yugoslav experts 
were ordered to leave Albania within forty-eight hours. A ban was 
placed on the sale of Yugoslav literature in Albania, and the Albanian 
press launched a campaign of anti-Yugoslav propaganda which has 
continued, by and large, to this day. 

It remained for Hoxha to eliminate his internal enemies and to find 
a replacement for Yugoslav aid. The latter aim he achieved in 
September 1948, when the Soviet Union concluded an economic agree- 
ment with Albania which effectively compensated for the loss of 
Yugoslav aid. At the Eleventh Plenum of the CPA Central Committee 
in the same month, Hoxha attacked Xoxe and his supporters, 
manoeuvred the reinstatement of Shehu and Belishova, and then 
announced that the long-awaited First Congress would take place in 
November of that year. The Plenum also decided to change the CPA’s 
name to the Party of Labour of Albania (PLA). 

It is interesting to note the leniency with which the Plenum treated 
the pro-Yugoslav faction. Xoxe retained his membership of the 
Politbureau and his post as Minister of the Interior; lost only his 
position as Organizational Secretary. But, while the reasons for this 
mild reaction are not known, events soon proved that it was to be only 
a temporary phenomenon. On 3 October, Xoxe lost the Interior 
Ministry to one of his supporters, Nesti Kerenexhi, while he took the 
post of Minister of Industry. Then, according to Pano, on 31 October, 


the axe fell. Xoxe and his lieutenants, including Kerenexhi, were 
stripped of their government posts. Mehmet Shehu, who had previously 
been restored to his position as Chief of the Army General Staff, was 
appointed Minister of the Interior. This latter step was probably taken 
to gain the support of the army for Hoxha. The dictator was now 
preparing to deliver the coup de grace to Xoxe and his clique at the 
First Party Congress. 


Hoxha called for Xoxe’s expulsion from the PLA at the First Congress, 
which met from 8 to 22 November, and Xoxe was expelled. Hoxha also 
reappraised his view of the major factors influencing allied victory 
during the Second World War. He now argued that the party had been: 


profoundly aware that the Soviet Union was bearing the brunt of the 
war, and seeing the manoeuvres of American and British reaction which 
during the war years, under its pseudo-democratic and anti-popular 
banner, sought to regroup reaction to weaken the Soviet Union, our 
Party and people hurled themselves with still greater courage and 
heroism into the war for the fulfilment of their dreams, regardless of 
the sacrifices, loyal to the end to the Soviet Union.” 
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Hoxha even suggested that all that the Albanian people had achieved 
during the war had been made possible because ‘they did their duty. . . 
with the name of comrade Stalin on their lips’.'!® This modification 
in outlook indicates that Hoxha was well aware of the service that 
Stalin had performed for him. On the other hand, it cannot be 
concluded that Stalin’s involvement in the affair was motivated by 
genuine feeling for either Hoxha or the Albanian people. Pano!® is 
probably correct in asserting that Stalin’s actions resulted from the 
Soviet leader’s desire to prevent the formation of a pro-Yugoslav 
faction within the communist movement. Further, that Hoxha was 
not yet completely convinced of the advisability of following the 
Stalinist line in all matters is indicated by the (unsuccessful) secret 
overtures he made to the British and American governments to obtain 
diplomatic recognition for his government. Hoxha’s conversion to the 
Stalinist cause probably became complete in March 1949, when he 
visited Moscow to sign a new trade agreement and Stalin gave him 
permission to proceed with the purge of Kogi Xoxe and his supporters. 
In May 1949 Xoxe and several others were tried on charges of treason 
and sentenced to be shot. 

It seems reasonable to conclude that, while Enver Hoxha’s early 
experiences in Western Europe led him to believe that Albania’s post- 
war economic development might be made possible by an expansion of 
relations with both East and West, his near demise at the hands of Xoxe 
and the Yugoslavs ensured that Albania would in fact obtain most of its 
economic assistance from the Soviet Union. The remainder of this 
chapter is devoted to a brief discussion of economic development in 
Albania prior to 1945. 


THE ECONOMIC BACKGROUND 


When Albania gained independence in 1912 it was the poorest economy 
in Europe, and the onset of the First World War forestalled any attempt 
that might have been made to alter the situation quickly. Albania’s 
position in the Balkans is reflected in the fact that per capita national 
income was a mere $40 in 1927 against $68 for Bulgaria, $77 for 
Yugoslavia, and $78 for Romania.?° Almost 90 per cent of Albania’s 
national income was derived from agriculture, and the backwardness 
of this sector is evidenced by the fact that only around 8 per cent of 
the land was under cultivation. On the other hand, 65 per cent of the 
value of Albanian exports in 1928 was comprised of livestock products. 

In an attempt to foster economic growth successive governments 
attempted to obtain foreign aid. Albania first asked the League of 
Nations for assistance in 1922, without apparent success; and the 
Fan Noli government was similarly refused aid in 1924. When Ahmed 
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Zog came to power in 1925 he decided to rely on Italy for the much- 
needed help. The consequences of his decision were to play an 
important role in conditioning the PLA’s approach to foreign aid 
questions after the Second World War, because Albania’s economic 
dependence on Italy was soon accompanied by political dependence. 

It seems reasonable to argue that Italy’s motive as an aid donor 
was entirely selfish. Thus, the establishment of the Italian-dominated 
Albanian National Bank, as a consequence of a 1925 economic agree- 
ment, ensured the ready passage of profits made in Albania into the 
Italian economy. Italian companies were granted concessions to exploit 
Albania’s natural resources, while the Italian government covered the 
Albanian balance of payments deficit; and this deficit was not 
insignificant — between 1926 and 1928 the value of imports totalled 
103 million gold francs against exports of only 55 million.?’ Public 
works also came under Italian contro! with the formation, in 1926, of 
the Societa per lo Sviluppo Economico dell’ Albania. 

In 1912 Albania had just seven roads, with a total length of 185 km, 
and the only substantial bridge was located at Shkoder.?? During the 
First World War an additional 250 km was added to the network, but 
there was no further road construction until the Societa built around 
1,500 km between 1926 and 1939. The only hard-surfaced road in the 
country was that connecting Tirana with the port of Durres. The 
projected railway between these two towns was only partly completed, 
but the port of Durrés was reconstructed, becoming one of the best 
ports on the Adriatic, and its primary purpose was to facilitate 
Albano-—Italian trade. The port at Vlora was used for shipping bitumen 
and oil and had no cargo-handling equipment. Some idea of the slow 
rate of infrastructure development is suggested by the eight years taken 
to build the 13 km long Shroke Canal. Mucn of the melioration work 
undertaken prior to the Second World War had to be repeated when the 
poorly constructed Kavaje Canal let in sea water to the marsh it had 
been intended to drain. 

The Italian contribution to Albanian agriculture was not generous, 
and cultivation techniques remained primitive everywhere except at 
Sukth, the eventual site of Albania’s first state farm. This area near 
Durres was an Italian concession, being farmed by Italian colonists who 
were permitted to export their output direct to Italy without the 
payment of taxes. As one report has put it, ‘this farm could hardly be 
considered part of the Albanian economy’.?? 

Zog’s domestic policies also kept agricultural output at low levels. 
Thus, the agarian reform of 1930 provided for a limit of ownership of 
40 hectares per owner plus 5 hectares for each wife and child, with 
larger farms being distributed among the tenants. Owners thus 
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dispossessed would be compensated with shares in the agricultural 
bank. It seems that Zog’s intention was to frighten wealthy beys who 
opposed him rather than to redistribute agricultural wealth; but the 
threat that the reform might be implemented militated against invest- 
ment in the mechanization of large holdings. Since about a quarter of 
the agricultural area was owned by 3 per cent of farm households, Zog’s 
manoeuvre put a significant brake on development. In 1938 there were 
just 32 tractors in the whole of Albania. 

But the most seriously neglected sector of the Albanian economy 
before 1945 was manufacturing industry. By 1938 one substantial 
cement factory had been built in Shkoder; there were several cigarette 
manufacturing plants, a brewery, and several small plants for the 
production of soap, furniture, cardboard, handmade tools, and carts. 
The country’s electricity needs were provided by 13 generators, and per 
capita output of electricity had not quite reached 9 kilowatt-hours by 
1938, 

Whereas the development of manufacturing industry in Albania was 
not seen as potentially beneficial to the Italian economy, the need for 
raw materials ensured that some attempt would be made to exploit 
Albania’s considerable mineral wealth. The first concession to a foreign 
mining firm in Albania was granted in 1875 to an Englishman, who 
leased the bitumen mines at Selenice to an Italian company financed by 
the Banco di Santo Spirito of the Vatican. These mines have a long 
history, having been exploited in ancient Greece and the Roman 
Empire. In 1891 the concession was taken over by a French company, 
only to fall back into Italian hands in 1918, this time to the Societa 
Italiana delle Miniere di Selenizza—Albania (SIMSA). Experts from 
Italy had already conducted exploratory drillings in Albania in 1913, 
when oil deposits were discovered, and the first successful oil well was 
drilled in 1918 by occupying Italians near Drashovice, while Italian 
occupation forces also developed a coal mine near Tepelene to obtain 
fuel for their warships. 

After the war, competition from international companies began for 
mining concessions in Albania. Only parliamentary intervention in 1924 
prevented the Anglo-Persian Oil Company from obtaining a monopoly 
of Albanian oil deposits. They did however receive about 25,000 acres 
near Kucove. The remaining areas were divided among other foreign 
concerns, the most important of which was the Azienda Italiana Petroli 
Albania (AIPA). Throughout the 1920s, this Italian company 
gradually expanded its activities to such an extent that when, in 1932, 
AIPA bought the Anglo-Persian Oil Company’s concession, it obtained 
a monopoly over Albanian oil. Meanwhile, SIMSA had expanded its 
activities to include copper mining at Puke and Rrubiq, and another 
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Italian company, the Azienda Minerali Metallici Italiani, obtained a 
concession for the chromium mines in Pogradec, Kukés and Klos. By 
1938, all of Albania’s existing mines were being exploited by Italian 
companies. 

One of the major factors influencing Mussolini’s desire to control 
Albania’s mineral wealth was his need for oil. A League of Nations 
sanction against Italy forced her to expand the output of Albanian oil, 
and between 1935 and 1938 output increased eighteen times to 
108,000 tons; by 1942, the needs of the war effort had led to a 
doubling of this level of oil output. The Italian occupation of Albania 
in 1939 also facilitated the rapid development of other mining sectors. 
Chrome ore extraction increased seven times between 1938 and 1942, 
while copper output rose sharply and iron ore and manganese were 
mined for the first time. The German occupation (1943-4) resulted in 
the exploitation of natural gas, while coal output rose above its prewar 
level. Whereas production in all these areas was seriously interrupted 
towards the end of the war and much plant and equipment was 
damaged, there is no doubt that enemy occupation was beneficial to 
Albanian mining capacity. 

However, the Second World War does not seem to have had any 
significant net effect on non-human resources in the rest of the econ- 
omy. Thus, Italian plans for an extension of the area under cultivation 
were never carried out, though the introduction of new strains of grain 
did help to raise output. On the other hand, this gain in production was 
probably offset by the 33 per cent decrease in livestock numbers 
caused by their slaughter to feed both Germans and partisans. The net 
effect of the war on public works is difficult to assess. Under Italian 
occupation many new ashphalted roads and bridges were built, al- 
though by 1945 several roads had been damaged and forty-eight bridges 
destroyed. Finally, a comparison between 1938 and 1946 reveals that 
(in 1956 prices) mining output rose by 52 million leks and food 
processing by 960 million leks, whereas global industrial production 
rose by only 746 million leks.2* The fall in output was greatest in 
wood and metalworking, electricity generation, and production of 
construction materials and manufactured consumer goods. 


CONCLUSION 


It seems reasonable to conclude that some of the difficulties encoun- 
tered by the PLA in its attempt to industrialize the Albanian economy 
were the inevitable consequence of historically determined factors. 
Thus, it is possible to distinguish two contrasting aspects of the Italian 
presence in Albania. First, Albania’s economic dependence on Italy had 
led to political dependence, in the manner predicted by Lenin’s theory 
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of imperialism, culminating in the occupation of 1939. This combi- 
nation of personal experience and doctrinal conviction was sufficiently 
potent to ensure that a majority of the CPA would sense danger in 
Xoxe’s flirtation with Yugoslavia. It was probably also an important 
factor in Albania’s reaction to the Sino—Soviet dispute and — given 
that the PLA leadership has remained relatively stable — probably 
accounts in part for Tirana’s anger with Peking over Tito’s visit to China 
in 1977. On the other hand, the Italian mineral exploration, which 
revealed the extent of Albania’s natural resource endowment, provided 
an early, and obvious, basis for the PLA’s industrialization drive. 

In other words, the political forces that led Hoxha to embrace Stalin 
might not have ensured reliance on the Stalinist development strategy 
if the raw material base, which might ultimately make an industrial 
Albania self-supporting, had not obviously existed. Thus, the PLA was 
to follow the Italian (as well as Soviet) example in expanding industrial 
output — although not exclusively mining — while neglecting the 
agricultural sector up to 1953. However, while Italian mining activities 
in Albania were insignificant in relation to aggregate Italian economic 
activity, and the necessity to import food into Albania to meet the 
needs of the urban population could have no significant impact on the 
Italian economy, the PLA’s inability to supply its industrial sector on 
the basis of domestic agricultural production gave rise to a degree of 
economic instability which could be corrected only by a major, albeit 
temporary, switch in allocational priorities, which came at the end of 
1953 (see Chapter 3). 

It remains to explain the significance attached in this book to 
Stalin’s Economic Problems of Socialism in the USSR. First, because 
it was Stalin’s last major statement on economic development, it may 
be interpreted as the definitive summation of the Stalinist position on 
the economics of socialism. While the Soviet Union is mentioned in the 
title, Stalin leaves no doubt that he intended his ideas to be executed 
elsewhere also. Thus, referring to the textbook of political economy, 
the production of which his statement was intended to assist, he argues 
that the book is needed not only by Soviet youth, but ‘particularly . .. 
by communists and communist sympathizers in all countries’,?7* and 
he goes on to argue that communists abroad want ‘to learn from us and 
to utilize our experience in their own countries’. On the other hand, it 
need not be assumed that Stalin’s final statement is a reflection of 
Soviet practice; the crucial point is that Economic Problems provides a 
picture of Stalin’s desiderata for the development of a socialist 
economy. In the remaining chapters of this book an attempt is made to 
evaluate the suitability of the Stalinist strategy for an economy that 
differs markedly from the Soviet economy, and it is argued that 
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Economic Problems in fact provides a reasonably clear and unambigu- 
ous development strategy. 


CHAPTER 2 


PLANNING AND MANAGEMENT IN THE ALBANIAN 
ECONOMY, 1945—1977 


This chapter discusses the development of the Albanian system of 
economic planning and management in terms of attempts made by the 
PLA between 1945 and 1977 to establish a set of system rules that 
would yield desired economic results. It is argued that the PLA leader- 
ship has maintained three major goals throughout its period in power, 
and that the contemporary economic system is the direct product of 
attempts to reach these goals subject to various constraints. The three 
goals have been: to remain in power; to achieve the fastest possible 
rates of economic growth, particularly in industry; and to ensure that 
the PLA has the strongest possible direct influence on all detailed 
economic developments. Whereas the analysis in this chapter will 
attempt to evaluate the PLA’s success in achieving the final goal, more 
consideration of the Albanian industrial development strategy is 
necessary before conclusions can be drawn about the extent to which 
the planning and management system has in fact supported rapid 
industrialization. 

The retention of power obviously does not depend only on econ- 
omic factors, but only these will be considered here. In this chapter 
attention is drawn to the schemes for worker participation and control 
that the PLA has introduced at various times in an attempt to increase 
popular support for the regime, and Chapter 5 comments on the way 
in which policies on consumption levels and the distribution of income 
have been related to the leadership’s power base. 

When the PLA came to power in Albania following the Second 
World War, a system of central planning had already been established 
by Stalin in the Soviet Union that might a priori have been expected 
to ensure far-reaching PLA influence over all details of economic 
development if instituted in Albania. The most succinct formulation of 
the ideology behind the Soviet planning system may be found in 
Stalin’s Economic Problems of Socialism in the USSR, already 
mentioned above, and it will be argued that, to the extent that this 
ideology has not conflicted with other PLA goals, its guidelines have 
been adhered to in the development of the Albanian planning system. 


THE IDEOLOGY OF PLANNING 


The Stalinist position on the rules of a socialist economic system is 
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based on two economic ‘laws’: the law of balanced, proportionate 
development, and the law of value. According to Stalin, the former law 
arose in a socialist economy ‘in opposition to the law of competition 
and anarchy of production under capitalism’. The law’s operation under 
socialism ‘makes it possible for our planning bodies to plan social 
production correctly. But possibility must not be confused with 
actuality.’ By this, Stalin presumably means that the concentration 
of the means of production in the hands of the socialist state makes the 
non-market allocation of resources feasible; but, while arguing that 
planning is essential to a socialist economy, he has not defined the 
nature of the planning process in any detail. 

Stalin’s interpretation of the law of value and its role in a socialist 
economy yields more specific conclusions. Stalin, following Marx, 
defines commodity production as the production of goods for exchange 
between different owners. Thus, a product is a commodity only if it is 
sold rather than transformed within the same organization, and com- 
modities exist under socialism only to the extent that different forms 
of ownership prevail. Consequently, all goods sold by state enterprises 
are commodities if they are bought by collective farms or private 
individuals. Stalin notes the corollary that it is possible for a good to 
be a commodity in some situations and not in others. This is the case 
when a machine is exported — thereby becoming a commodity — and 
another machine of the same type remains within the state sector of 
the economy — where it cannot be a commodity. The relevance of 
Stalin’s discussion is that, where commodity production occurs, the law 
of value operates. In other words, individual responses to the forces of 
supply and demand govern the ultimate allocation of resources. 

Within the state sector of a socialist economy, Stalin argues that the 
allocation of resources is not determined in this way since the sphere of 
action of the law of value is ‘strictly limited and placed within definite 
bounds’.? It does, however, influence consumer goods production, and 
has wider influence to the extent that it ‘trains our business executives 
to conduct production on rational lines and disciplines them’.? Stalin’s 
limitations on commodity production in the state sector rule out the 
possibility of any extensive decentralization of economic decision- 
making to the enterprise level. On the other hand, a highly centralized 
economic system is not required, provided that decision-making power 
resides within the policy, planning, and administrative hierarchy. This 
implies options, which are exemplified by the changes in system rules 
adopted by the PLA in 1966 and discussed below. 


THE ALBANIAN EXPERIENCE, 1945-1965 
By the time the PLA came to power in Albania in 1945, the leadership 


22 STALINIST ECONOMIC STRATEGY IN PRACTICE 


had already decided on the introduction of a Stalinist system. There 
was to be central planning of the economy, with tight control over the 
operation of the law of value — that is, the role of commodity—money 
(market) relations — in the state sector. This point was forcefully made 
by Enver Hoxha in 1947 when addressing the People’s Assembly: 


The 1947 financial budget and the general state plan for 1947 will 
enable us to build a planned economy. We will be helped by the 
standardization of prices which allows us to plan state accumulation 
and does not leave the law of value to spontaneity, but guides the new 
structure and method of fixing and applying prices, and by the placing 
of wages and salaries ona correct basis; that is, he who works more and 
better gets higher pay when everything is taken into account: ability, 
work productivity, difficulties of the place of work, etc. All these will 
enable us to build the economy according to plan.* 


The PLA intended to introduce the complete system of Soviet model 
plan indicators as soon as possible; but in fact they faced constraints 
which precluded the immediate establishment of so complex a system 
in Albania. First, the country had practically no industry to plan, and 
what did exist was spread thinly in small plants across the country. 
Second, the low level of education of the population meant that there 
were too few people adequately qualified to man a strong central 
bureaucracy. Finally, although the PLA leadership wanted a powerful 
state economic administration, it was already arguing that it must not 
act as an ‘excessive or restrictive bureaucracy’, and was suggesting that 
‘the broad masses should take part in it ona large scale’. The nature of 
this intended participation was not explained, but it was clear that the 
emphasis would be on the execution of planned tasks rather than on 
participation in economic decision-making: 


Workers of Albania! ... You are the greatest guarantee of our people’s 
power. Exert all your efforts in carrying out the various tasks which 
face you in the factories and work-sites, in the state apparatus, or 
wherever you are employed. ... You are working for your state power, 
for your people, for yourselves, so do your duty better than ever.° 


Hoxha was probably already aware at this early stage that, since he 
came to power without strong Soviet backing (even if with Soviet good- 
will) and was not willing to tolerate a Yugoslav presence in Albania, his 
survival as PLA chief would be possible only if he used his initial 
popular support as leader of Albania’s liberating army to consolidate his 
power base. To this extent it might have proved imprudent to attempt 
to restructure rapidly a society recently ravaged by war. The measures 
actually taken to establish the classic Soviet model in Albania may be 
summarized as follows. 
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Nationalization of all public utilities and foreign-owned capital was 
the first step. This was completed in 1946 and was followed in the same 
year by the nationalization of domestically owned means of production 
and foreign trade; by early 1947 what little there was of Albanian 
industry was in the hands of the state. These measures allowed the 
State Planning Commission — which had been given its autonomy from 
the Economic Council, and made directly subordinate to the Council 
of Ministers, a year earlier — to draw up the country’s first national 
plan, the nine-month plan of April-December 1947. This plan is 
reported to have been relatively simple in the sense that it covered only 
the manufacturing, mining, and agricultural sectors of the economy and 
that output targets for only a small number of goods were detailed in 
the plan. These targets were given in physical rather than monetary 
terms, and global indicators such as total industrial production or its 
rate of growth were not specified. 

At the enterprise level, 1947 saw the introduction of the Soviet 
autonomous accounting system khozraschet. Having instituted this 
‘system’, the Albanian planners were able to draw up a more sophisti- 
cated plan for 1948 than had previously been possible. Whereas the 
1947 production plan was made up of selected output targets in 
physical units, the new plan provided more detailed specifications for 
the enterprise, material balances and norms of input utilization being 
used in plan formation for the first time. In 1947 investment had been 
undertaken on an ad hoc basis, whereas in 1948 the attempt was made 
to plan capital investment for projects ranked according to planner’s 
preferences. In addition to the more complex planning of 1948, the 
Albanian government introduced various organizational practices 
borrowed from the Soviet Union, the most important being the socialist 
emulation campaigns. At the same time, it was drafting a five-year plan; 
but because of the conflict with Yugoslavia this was not implemented, 
and it was not until 1951 that the First Five-year Plan was launched. 
This was drawn up essentially in the form of material balances for a 
limited number of commodities and until 1956 planning remained at 
this simple level. 

However, contrary to the party’s stated aims, the state adminis- 
tration expanded very rapidly — so much so that by 1953 ‘such an 
apparatus weighed heavily on the people’s economy, weakened its 
Management and opened the road to bureaucracy’.® This led in the 
Same year to a scaling-down of the state administration and the staff of 
mass organizations by 30 per cent, those losing their jobs being trans- 
ferred to industrial and farm work. While the official reason given for 
this move may have some validity, it should be noted that similar 
changes took place elsewhere in Eastern Europe at the same time, 
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implying that Soviet policy may have been an important factor. 
Further, it is possible that the PLA wished to remove politically 
undesirable people from the hierarchy, simultaneously providing 
industry and agriculture with additional workers. 

In 1956 a money balance of household incomes and expenditures 
was calculated and national product by origin was computed. The 
intensity of planning in Albania during the Second Five-year plan 
(1955—60) was raised annually, until by 1959 the complete Soviet 
system of plan indicators had been adopted. Planning during this five- 
year period was also changed — at least in principle — with respect to 
the timing of plan publication. During the First Five-year Plan, annual 
plans had always been approved during the plan year. This meant that 
enterprises were forced to begin their annual operations on the basis of 
only the less detailed five-year plan indicators, whereas from 1956 
onwards annual plans were to be made available before the beginning 
of the plan year. But as elsewhere in Eastern Europe, this has rarely 
been achieved in fact. 

The internal organization of industrial enterprises was as highly 
centralized as the total economy, based as it was on the concept of 
‘one-man leadership’ (udhegje unike); and in terms of the Chinese 
notions of ‘expertness’ and ‘redness’, ‘expertness’ reigned supreme. 
However, economic decision-making power did not rest with the 
enterprise director, who was completely under the control of the 
relevant ministry or the Executive Committee of the People’s Council 
of his district (rreth). Worker’s interests were supposedly in the care of 
the Trade Union organs, while the primary party organizations were 
responsible for the ideological and political education of the working 
class. The rights of the trade unions in 1959 were as follows: 


(1) to represent workers and employees, defending their interests, 
before all state organs and social organizations, on problems 
relating to relationships and conditions of work and the lives 
of workers and employees: 

(2) to make proposals and take part in the preparation of draft-laws 
and other juridical dispositions linked to problems of 
production, wages, the lives and culture of workers, the defence 
of work, and other problems; 

(3) to make and approve collective contracts and to control their 
execution; to take part in socialist emulation and evaluate its 
outcomes; 

(4) to direct state social security; (etc.)” 


It should be noted that neither the death of Stalin nor his denunci- 
ation by Khrushchev in 1956 had any immediate effect on the practice 
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of economic planning in Albania. The position of the worker in the 
Albanian economy remained, until 1965, as it was in 1959. The worker 
was given no effective part to play in enterprise decision-making, and 
could only rely on the trade union organization to protect his material 
interests. Neither was there any significant change in the overall spread 
of decision-making power in the economy, the shift in allegiance from 
the Soviet bloc to China having had no apparent impact on Albanian 
thinking in this context. 

But by 1965 it had become clear that the Albanian leadership was 
not satisfied with the results of the working of the economic system. 
The Third Five-year Plan target for global industrial production was 
97 per cent fulfilled® and, taking into account the economic difficulties 
caused by the Soviet Union’s economic embargo (following the conflict 
between the Soviet and Albanian party leaderships and the break in 
relations in 1961), it might have seemed that the industrial sector of 
the Albanian economy had performed well over thel1961—5 period. 
However, following the split with the Soviet Union there had been a 
drastic downward revision of plan targets, and, as the discussion in 
Chapter 4 shows, other sectors of the economy had faired less well 
than industry. Thus, though in admittedly difficult circumstances, the 
classical Soviet model of economic administration was not producing 
economic growth rates to satisfy the leadership. It has also been 
suggested that economic failures were ‘a major factor in triggering off 
the unrest that began to spread through Albania during 1965 and 
1966’.? In other words, Enver Hoxha’s position as leader of the PLA 
was in jeopardy; and this, probably more than any other factor, 
indicated the need for change. 

The existence of various bureaucratic dysfunctions in the state 
apparatus, notably ‘excessive memos, unnecessary reports, and count- 
less documents’, was noted in the Albanian press in 1965. An unsigned 
article in the organ of the Central Committee of the PLA, Zéri i 
popullit, gives a detailed breakdown of the paperwork being done by 
the Executive Committee of the People’s Council in Durrés district. It 
points out that not only are unsolicited reports prepared for higher 
authorities and for enterprises, but that the recipients of these reports 
often request information that they have already received from other 
sources; moreover, the staff of the Executive Committee had an 
excessive propensity to issue memoranda: 


To illustrate this it suffices to mention the fact that in nine months 
the Executive Committee of the People’s Council of Durrés district 
filed 7,246 official memos (not counting petitions) and issued 5,783 
memos (not counting copies) — a total of 13,029 memos! This number 
shows the nature of the existing bureaucracy.! Ms 
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Finally, the article hints at disguised unemployment in the state sector 
of the Albanian economy. When asked why the Ministry of Agriculture 
continually requested useless information, ‘after a slight hesitation an 
old specialist said, ‘If one abolished unnecessary forms, many 
employees of the Ministry would be idle’’.’ 

There is also evidence that the administration of enterprises was 


rather inefficient, absenteeism being very high: for example; 


absenteeism without reason in 1963 in Durrés Port amounted to 8.8 
per cent of work time. By September 1965, that is, during an eight 
month period, the economic enterprises in Durrés district had lost 
more than 40,000 days of enterprise work potential. In counting the 
number of days lost, we estimate a loss of 100 workers per day whose 
production, had they worked, would have been valued at more than 8 
million new leks. It is obvious that the loss of work hours in some 
enterprises has resulted in an increase in wages, and as a result, an 
increase in costs.!! 


Although this is not said, the increases presumably refer to wages and 
costs per unit of output, the implication being either that workers are 
paid even when they do not report to work regularly, or that spasmodic 
absenteeism results in higher levels of employment — and of under- 
employment at certain times — than would otherwise be necessary. It 
seems reasonable to suggest that the extent of absenteeism in Albanian 
enterprises was one of the factors influencing the government to 
increase party and trade union influence at the shopfloor level in late 
1965. 

The poor quality of output and inefficient utilization of inputs were 
also criticized; and, finally, the method of evaluating enterprise 
performance came under fire. First, it was argued that, while global 
indicators such as the total volume of production were useful in 
expressing the ‘dynamics of development’, enterprise performance 
should be evaluated on the basis of more detailed indicators such as 
output mix and quality of products. The second criticism involved the 
use of labour productivity measured in value terms as an indicator of 
plan fulfilment. It was argued that using this indicator led enterprises 
to produce only those goods with relatively high prices and high capital 
requirements per unit. But it should be noted that this criticism is 
directed at the notion of the price system allocating resources, rather 
than at defects in the existing set of prices. 


THE BACKGROUND TO SYSTEMIC CHANGE 


The first signs that system rules would be changed appeared early in 
1965 in press reports exhorting trade union organizations to do more 
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educational work with the masses, not only in the form of lectures and 
conferences, but also at the work-bench. It was further argued that 
praise, as well as criticism, was necessary to raise the morale of the 
workers. The work of enterprise directors was criticized, and it was 
suggested that they were not explaining directives to the workers; it 
was also argued that a director must be a ‘partyist’ strictly following the 
‘party line’. 

In October 1965 the PLA took a further step, apparently attempting 
to reduce popular unrest, when its Central Committee, in conjunction 
with the Council of Ministers, issued a call to the masses to participate 
in drawing up the Fourth Five-year Plan. In this so-called Appeal, it was 
explained that Albania was surrounded by ‘imperialist and revisionist 
enemies’ and was being subjected to an ‘economic blockade’, and there- 
fore would have to build socialism relying on its own resources. It 
seemed clear to the leadership that, since the workers of Albania best 
knew their own capabilities and, probably, the capacities of their 
enterprises, it was going to be possible to draw up a ‘just, real, mobil- 
izing, and revolutionary’ plan only if the workers were involved. It was 
argued that investments and construction projects should be ‘more 
profitable, timely, and essential’. Workers were exhorted to approve 
plans that minimized expenses and waste, and party members were 
reminded that their duty was to further the ‘ideo-political’ education 
of the workers. The only specific change in planning methods intro- 
duced in the Appeal was that henceforth workers in enterprises would 
discuss broad plan targets, which the enterprise would use in drafting 
a detailed project plan, rather than being sent a detailed plan from the 
state hierarchy without any such preliminary. However, decentraliz- 
ation of real economic decision-making to the enterprise was apparently 
not contemplated. 

According to the official history of the PLA, the discussions were a 
resounding success: 


Responding to the call of the Party, the masses of the people discussed 
the indices of the Fourth Five-year Plan in such a lively and creative 
manner, with such a profound and revolutionary sense of responsibility 
as never before. In the plan they proposed to the Party and govern- 
ment, numerous indices exceeded even the most optimistic produced 
by state and economic organs.!? 


The precise nature of these discussions and the real extent of worker 
participation in them is difficult to gauge. An article in Zéri i popullit, 
Teporting on the 1 November 1965 plenum of the Central Council of 
Albanian Trade Unions, quotes the situation in the Stalin Textile 
Combine as an example of a good approach to the planning problem: 
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The combine management and the trade union committee there bring 
out the key problems which determine the successful realization of the 
duties of the plan. The administrations of factories examine the 
technical—economic indices down to each worker and machine; they 
extract the results achieved by the best workers; and these, along with 
the propagandistic work for illuminating the political and economic 
importance of tasks, are placed in discussion in the brigades, complexes, 
shifts, and departments. In such an atmosphere of active, concrete, and 
responsible work, the workers give their highly valuable ideas not only 
about advancing the index of the plan, but also about steps for the 
successful completion of it. During the discussion of the pilot plan for 
1966, 613 workers spoke here. Such efforts have had an influence on 
the increase of the mobilization of all workers for fulfilling their 
tasks. 


By contrast, the draft proposals for the 1966 plan in the Shkoder 
district were presented to the workers by enterprise management as a 
fait accompli, trade union officials often being absent from the 
meetings. This situation, the Plenum emphasized, should not occur in 
the discussions of the Fourth Five-year Plan. The emphasis in the 
changed approach to planning is clearly laid on greater propaganda 
efforts by the trade unions, and it is suggested that discussions in small 
groups — even down to brigade level — would prove more useful than 
large meetings: ‘Study on a group basis, as well as the separate 
discussion of the production or service plan, of labour productivity, of 
the capacity of the machinery, of standards of use of materials, etc., 
would be more effective.’!* Finally, the Plenum argued that only by 
bringing workers fully into the planning discussions could enterprise 
managers be prevented from drawing up minimum production plans 
with inflated resource requests. 

It is reasonable to conclude that, under this participatory scheme, 
the Albanian worker was definitely not able to determine plan indi- 
cators solely on the basis of his own goals. But neither was he any 
longer to be simply the recipient of centrally determined tasks requiring 
unquestioning execution. The true position lies somewhere between 
these two extremes, and its elucidation provides an insight into the 
psychology of Albanian socialism. First, however, three concepts must 
be defined in the context of their use by the PLA: ‘democratic 
centralism’, ‘class struggle’, and the ‘mass line’. 


THE IDEOLOGY OF WORKER PARTICIPATION 


Democratic centralism is a system of decision-making in which all 
matters are discussed at all levels of the relevant hierarchy prior to 
a decision being taken. This is the ‘democratic’ aspect of the process. 
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The decision is finally taken at some predetermined level of the 
hierarchy — generally near the top — and thereafter is binding on all 
members of the hierarchy. In Albania, democratic centralism is the 
major means of organizing the party and state hierarchies. Hence, 
workers’ resolutions on the plan —if completely unconstrained — 
would still be susceptible to considerable change as the discussions 
continue up the hierarchy to the central planners. But, as will be seen 
from the discussion of ‘class struggle’ and ‘mass line’, workers’ 
discussions must be far from unconstrained. 

For the Albanian leadership, the ‘class struggle’ is waged on two 
fronts: foreign and domestic. On the foreign front since 1961, the 
struggle has taken the form of a continuous polemic against the United 
States and the Soviet Union, the latter being accused of imperialism, 
and a return to capitalism. The Albanian leadership argues that Soviet 
attempts at world hegemony in partnership with the United States is a 
betrayal of Marxism—Leninism. Further, in subjecting the members of 
Comecon to its will, the Soviet leadership has been responsible for a 
return to capitalism in those countries. The Albanians, therefore, have 
thought until recently that it was crucial that the only foreign influence 
permitted from abroad should come from China, whose government 
was allegedly equally anti-hegemonistic, conducting foreign affairs on 
the basis of ‘proletarian internationalism’. On the home front, the ‘class 
struggle’ implies the purging of all remnants of the old bourgeois and 
feudal orders; that is, insistence that all members of society channel 
their thoughts and actions to the party’s interpretation of Marxism— 
Leninism. The implications of this for the workers’ plan discussions are 
clear. Targets and indicators suggested for incorporation in the plan 
must be more demanding of the enterprises than they would be in the 
absence of the class struggle. That this happens in practice is to be 
ensured by the trade union and party cadres who lead the discussion. 

The third concept, ‘mass line’, ties in closely with the ‘class struggle’ 
in that the presence of the latter requires a strong — indeed, 
monolithic — party and state structure carrying out its tasks in accord- 
ance with Marxism—Leninism. But the ruling party — according to 
this doctrine — is the vanguard of the working class, and thus, by 
definition, applies the ‘mass line’ in its work. If any measures adopted 
by the government are not seen as correct by a worker, it is because 
he is still under the influence of ideologies belonging to classes other 
than his own. 

Thus, it is reasonable to assume that the workers are highly con- 
Strained in their attempts to affect the planning of the Albanian 
economy. The discussion thus far might seem to be applicable to the 
Situation in the Soviet Union under Stalin’s leadership. There is how- 
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ever, a difference between the approach to planning in Stalin’s Soviet 
Union and in post-1965 Albania, and it is one of psychology. The 
Albanian press has gone to some lengths to explain that great emphasis 
is placed on the use of persuasion and discussion rather than coercion, 
so that the workers should perceive themselves as being influential in 
plan formation. The Maoist experience has undoubtedly influenced this 
alleged difference in the approach of the PLA. 

The role of trade unions as communist educators was enhanced in 
December 1965, when changes were made in the Labour Code relieving 
the trade unions of their functions in the administration of social 
security and pensions. These functions were now to be carried out by 
the State Committee for Labour and Wages, which would be unlikely to 
deal with worker’s demands as sympathetically as would the trade 
unions. 

Implicit in the November 1965 Plenum’s argument that worker 
participation would constrain management is the assertion that, not- 
withstanding — and perhaps as a consequence of —the highly 
centralized nature of the classic Soviet model, it is not possible to 
ensure congruence between the goals of enterprise management and of 
the hierarchy. Thus, the greater involvement of workers in plan dis- 
cussions may be seen as an attempt to supplement hierarchical pressure 
from above on directors with party-led pressure from below; and the 
plausibility of this hypothesis is reinforced by the ideological measures 
introduced since 1966 (see below). 

The second series of changes in system rules involved the shift, in 
the middle of 1965, of artisan cooperatives and several enterprises 
from ministerial to local district control. While the majority of plan 
indicators still required the Council of Ministers’ approval at this time, 
the partitioning of the hierarchy prepared the way for the decentraliz- 
ation of economic decision-making power that was to follow early in 
1966. That changes in planning methods were to take place was implied 
by an article (unsigned, and thus suggesting possible authorship of a 
high-ranking official of the PLA) in the January 1966 issue of the organ 
of the State Planning Commission, EXonomia popullore. This stressed 
the need to improve the management of the economy and the close 
relationship between economic and political factors in determining 
necessary management changes: 


The new duties to build the material and technical base of socialism 
represented by the rapid development of the forces of production, 
the international situation, and the political and economic conditions 
of the country demand a radical improvement in the management of 
the people’s economy asa whole and its planning in particular. 
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It also suggested that the implementation by workers of the Appeal 
has indicated the type of changes required in the economy: 


The further development of the drive and initiative of the working 
masses and the activities of state and economic organs at the centre, 
based on the Leninist principle of democratic centralism and its 
application in accordance with new tasks which may arise, makes it 
necessary to expand the authority and rights of these organs in regard 
to the management and planning of the people’s economy. This 
problem is organically linked with the simplification and perfecting of 
the methodology of planning by avoiding unnecessary excesses and 
improving the categorization of the indicators approved by the various 
state organs. 


The article attributed the highly centralized nature of the planning 
system to the need for maximum mobilization of the country’s 
resources during the Third Five-year Plan, when the Soviet Union’s 
economic blockade first came into force. While conceding that the 
planning system was successful in this respect, it noted that centraliz- 
ation had given rise to harmful side-effects such as ‘formalism and 
bureaucracy’. Further, so centralized had the system become that 
enterprises were often given plans that they had not even had a chance 
to discuss in draft form. 


THE NEW SYSTEM 1966 


It is not surprising that most of the changes recommended in the 
article just mentioned were soon made. 

Decision No. 15 of the Council of Ministers, dated 17-21 February 
1966 ‘On the Fundamental Principles of the Methodology of Planning’, 
outlined the changes in the Albanian planning system intended for the 
period of the Fourth Five-year Plan, 1966—70. Although the Decision 
does not appear to have been published, its contents are discussed in 
detail by the Albanian economist, A. Backa, who begins with a 
definition of the planning methodology as ‘the general criteria and 
special instructions concerning the drafting of the plans for each 
activity, the special indicators, the nomenclature of indicators and the 
examples of preliminary plans at all levels, the route of planning and 
the schedules, broadly employing the averaging and _ balancing 
methods’.'® After giving an outline of the development of planning 
methods in Albania, he points out that the Appeal had revealed the 
need to revolutionize the planning system, and describes the projected 
changes. 

The Decision is prefaced with four general points concerning the 
functioning of the Albanian economy. The first is that ‘party spirit’ 
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(partishmeéria) must apply in planning. Thus, unless the party line is 
maintained throughout, there is danger that the fundamental economic 
laws of socialism will be violated. ‘Party spirit’ is also said to imply 
that domestic and international political circumstances must be taken 
into account in planning, though the practical implications of this 
statement are not made clear. The second point reiterates Stalin’s 
argument that the law of proportional development requires that the 
economy be planned. More specifically, it is noted that the rapid 
development of the economy and its sectors is possible only if the 
interdependencies between the different sectors are fully understood, 
and therefore Albanian economists are urged to make a thorough study 
of the economic system and its laws. The third point argues that 
workers must participate in planning since they are the people who 
actually carry out the plans and therefore know if there are ‘hidden 
reserves’ present. Without the incorporation of these reserves into plans, 
the plans cannot be ‘real, mobilizing and revolutionary’. Finally, the 
economic blockade against Albania by the Soviet Union is mentioned 
again; its major consequence is that ‘in drafting plans it is necessary that 
we start with the conditions of our country and rely mainly on our own 
forces’. 

There were three major steps in the system of plan formation 
operative between 1949 and 1966. In March of the pre-plan year a 
draft of the plan was sent from the centre to the enterprises (the 
‘quota phase’). The enterprises then sent their revisions back to the 
centre (the ‘preliminary plan phase’) so that the State Planning 
Commission could co-ordinate the various plans and pass the final 
version on to the Council of Ministers for approval by 15 November. 
The final approved plan was then sent back to the enterprise as law. In 
addition to this procedure, import and export plans were drawn up 
separately in June of the pre-plan year and revised (to co-ordinate with 
the state plan) in November. Finally, in the old system quotas for 
imports and construction project outlays were set annually. 

The new methodology simplified these procedures considerably. The 
quota phase of plan formation was eliminated and the remaining two 
stages were rescheduled; in June national enterprises, and in July 
Executive Committees of rreth (district) People’s Councils, would send 
their preliminary draft plans to the relevant central organ (the 
Executive Committees’ plans relating to small enterprises whose prod- 
ucts are of predominantly local importance, and have no planning 
sections of their own). Upon receipt of the preliminary plans, the 
various central organs would process and co-ordinate their respective 
plans and send them to the State Planning Commission in August. 
During September the state plan was to be drawn up as part of the 
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general planning procedure, figures from the Five-year Plan being used 
as guides to imports and to outlays on construction projects, replacing 
the previous annual quota system. 

In addition to these changes in scheduling, the Decision drastically 
altered the plan indicator system. There was a significant reduction in 
the number of indicators in the state plan, so that only those con- 
sidered essential for determining the main directions of economic and 
cultural development were included. Thus, whereas prior to the change 
the plan contained 550 indicators relating to industrial production that 
had to be approved by the Council of Ministers, the number of such 
indicators now dropped to 77. Unfortunately, the precise nature of 
these indicators is not known. Similar changes took place for all sectors 
of the economy; for agriculture the number fell from 320 to 42, and 
for investment and construction 100 items now required approval by 
the Council of Ministers instead of 500. One specific change that had 
important repercussions was the removal of the banking system’s 
control over investments. 

These reductions in plan indicators were accomplished by decentral- 
izing the power to make many decisions that the Council of Ministers 
had previously taken. The recipients of the new powers were the 
ministries and the Executive Committees of the rreth People’s Councils. 
In industrial planning, targets for major products would now be 
presented to the Council of Ministers only in aggregate, whereas before 
the change these targets were presented for each enterprise along with 
other indicators (now eliminated) such as a number of secondary 
products, products of local importance, technical and economic 
indicators for various branches, tasks for new product output, scientific 
research projects, projects for the mechanization of labour, and other 
improvements in technology. 

In the trade sector, the distribution and material-and-technical 
plans were combined, only the index number for total sales requiring 
approval by the Council of Ministers. Similar aggregation occurred in 
labour planning, the Council of Ministers approving only the projected 
totals of administrative workers and their wages, and productivity 
indices for industry and construction. Finally, the Council of Ministers 
would approve plans annually whereas previously this had been done 
quarterly. 

These simplifications of the plan sent to the Council of Ministers for 
approval did not, however, imply a simplification of the plan itself. The 
enterprises were required to draw up plans that were as detailed as 
before the change: the difference lay in the level of the hierarchy made 
tesponsible for dealing with the particular issues. The relative positions 
of the ministries vis a vis the Executive Committees would appear to be 
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that generally the ministries received more power with respect to plan 
formation whereas the Executive Committees were expected to become 
more involved in ensuring plan implementation. Thus, under the old 
system the detailed plans, by rreth, for all production of national 
importance — transport, trade, investment and construction, education, 
culture and health — were approved by the Council of Ministers. The 
rreth plans for supply, distribution of local products, the workforce, 
productivity, wages, costs, and a number of other technical and 
economic indicators were the responsibility of the relevant ministry. 
According to the Decision, the detailing of all the above-mentioned 
plans would now be done by ministries and sent to the relevant 
Executive Committees to co-ordinate and supervise implementation. 

The final type of change made by the Decision was in the method of 
evaluating enterprise performance. On this point, however, Backa is 
unclear. He states that global indicators such as the total value of 
output would no longer be the primary criteria for evaluation, arguing 
that enterprises and ministries would together be responsible for the 
fulfilment of plans in quantity and quality. The change in the structure 
of incentives accompanying the new planning system is discussed in 
detail in a later chapter; suffice it to note here that material incentives 
did not predominate. 

By 1966 several other socialist economies had already attempted 
reforms of their economic mechanisms. Everywhere there was some 
decentralization of decision-making power, and everywhere, except 
in China, it had apparently been decided that the answer to their 
problems lay partly in greater freedom for decision-making by enter- 
prises. Indeed, even in China that fraction of the Communist Party then 
in command of economic policy — later be labelled by Mao Tse-tung as 
the ‘capitalist roaders’ — had come to the same conclusion. Outside 
Albania, only the so-called ‘socialist roaders’ of the Chinese Communist 
Party maintained that significant decentralization within the state 
hierarchy (stopping short of the enterprise) combined with increased 
party activity at the local level was a successful means of building 
socialism. 

It is therefore important to consider in greater detail the possible 
reasons for Albania’s choice of this variant in the summer of 1965. In 
the first place, as has already been mentioned, Albanian economic 
ideology — being strictly Stalinist - demanded the rejection of an 
expanded role for the law of value in industry. Further, the weakening 
of the ‘class struggle’ would have left Albanian criticism of the Soviet 
Union without a raison d’etre, and this, at a time of improving Soviet— 
American and Soviet—Yugoslav relations, was unacceptable. Second, 
the Albanian economy was still the simplest in Eastern Europe, and the 
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problems of information flow besetting the classic Soviet model in a 
more complex economy were unlikely yet to require the introduction 
of significant market or near-market relations into the Albanian state 
sector for their solution. Third, the problem of the regime’s estrange- 
ment from the masses could be solved — within the framework of a 
one-party state—only by using extensive propaganda and mass- 
mobilization techniques. Indeed, the adoption of a Liberman-type 
reform in this situation could have aggravated the situation by, inter 
alia, leading to increased income differentials between enterprise 
managers and workers. Finally, and perhaps most important of all, 
Albania is the smallest country in Eastern Europe, both in size and 
population; in 1965 it had fewer than 2 million inhabitants. (The 
population in 1974 was approximately 2.4 million, mostly ethnic 
Albanians.) It was also geographically and politically isolated from its 
neighbouring countries, and led by a Party of Labour most carefully 
purged of all internal dissension. There was, therefore, no country in 
Eastern Europe in which circumstances were as favourable for the 
politicization of the entire population. 


THE IDEOLOGICAL CAMPAIGNS 


Before considering the results of the changes in the rules of the 
economic system, the ideological campaigns superimposed on the new 
planning system and designed to affect the desired politicization 
deserve some attention. 

In February 1966 the Central Committee of the PLA issued a state- 
ment noting that, in response to the Appeal, many cadres had 
volunteered to work in production and it soon appeared that the 
Appeal had initiated a process of social metamorphosis whose high 
point was yet to come. On 4 March 1966 the Central Committee 
issued an ‘Open Letter’ to the population, the immediate consequences 
of which included a reduction by 15,000 in the number of state 
administrative employees (which the Albanian leadership may well 
have thought was made possible by the recent changes in economic 
planning), the abolition of military ranks and the introduction of 
political commissars into military units, the dispatching to the country- 
side of several intellectuals, managers, and party officials, and the 
replacement of an unspecific number of cadres in executive positions. 
There was also a narrowing of wage differentials, highly paid Albanians 
suffering a reduction in salaries. This last measure has since been used 
on several occasions, most recently on 1 April 1976, and its impli- 
cations are considered in Chapter 6. 

The speed and the extent of the changes that took place in Albania 
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following the ‘Open Letter’ has been recorded in the official History of 
the PLA: 


Within a record time the reorganizations of the state and party 
apparatus in the centre and in the districts on a sounder revolutionary 
basis was effected. The administrations of state enterprises and agri- 
cultural cooperatives were also reorganized and simplified. The number 
of ministries was reduced, unnecessary offices and branches were 
amalgamated....The staff of the central state administration was 
reduced by half. About 15,000 cadres of the administration went over 
to production, especially in the countryside. A good number of cadres, 
among them top cadres of the Party and the state, were sent from the 
centre to the base. The simplification of the administrative apparatus 
was accompanied by a profound reduction of correspondence, thus 
replacing red tape with living work with the people. Reductions and 
simplifications were made also in the system of accounting and 
planning. Numerous tasks in the fields of planning and fixing prices, 
concentrated in the Council of Ministers, were passed over to the 
ministries and the executive committees of the district people’s 
councils, always in line with the principle of democratic centralism.’ 7 


In addition to the increase in the labour force at the base provided 
by the 15,000 administrative employees, a campaign began to involve 
all state employees in physical production work. According to the 
History, 


a major movement began, to link mental work with physical work 
with production. People engaged in mental work voluntarily went ‘en 
masse’ to help the peasantry in agricultural tasks. In line with the 
decision of the Central Committee to reorganize on a sounder basis 
the direct participation in production of men engaged in mental work, 
all the employees of the administration, men and women engaged in 
scientific and cultural work, started to work in production, particularly 
in the countryside, one month every year; in addition, tens of 
thousands of young people from high and middle schools participated 
in voluntary mass actions of construction and production.! 7 


The Albanian leadership’s interest in involving all members of 
society in physical work was not without precedent. In November 
1958 the Central Committee of the PLA had resolved to involve all 
state employees and members of the government, including Central 
- Committee members, in physical work. According to the resolution, all 
would spend one month a year in industry, agriculture, construction, or 
communal works. They would continue to receive their normal wage 
provided that they met a target set 30 per cent below that faced by a 
worker normally carrying out the particular task. 

Several reasons for the introduction of these measures were put 
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forward at the time. First, it was argued that voluntary participation in 
construction projects, particularly by the Albanian youth, had by now 
become a tradition. Second, it was necessary to increase the socialist 
consciousness of the population by convincing those normally other- 
wise employed that physical labour was the most important element in 
socialist construction. Experience of physical labour would also aid 
the fight against ‘bureaucracy and petty-bourgeois tendencies’, and 
would improve relations between workers and state functionaries. 

The extent to which these measures were implemented in 1958 is 
unclear. The PLA History makes no mention of them, and even if for 
a time state officials were working in production as required, they were 
certainly no longer doing so in 1965. However, as already mentioned, 
the Appeal appears to have persuaded some of those engaged in 
‘mental’ work to leave their desks for the work-bench, and the crucial 
implication of the subsequent ‘Open Letter’ was an increased emphasis 
on the politicization of life —in Chinese terminology, ‘redness’ was 
now to be placed above ‘expertness’. It is clear that attempts had been 
made to bring workers closer to the process of plan determination, 
though the Albanian worker was still subject to a Labour Code that, 
though recently modified, contained penal sanctions and did little to 
encourage a sense of participation in the running of the economy. In 
September 1966, however, the changes that were apparently sweeping 
Albanian society found their way to the worker when the new Labour 
Code was issued. 

It is perhaps useful to quote several of this new Code’s articles:'? 


Article 3 


In directing the economy of our country, our socialist state relies on 
the conscious participation of the workers and employees, and it 
supports the development of initiative and creative thinking in the 
working masses. 


Article 6 


The workers and employees have the right to organize in trade unions. 

The trade unions of Albania are social organizations of the masses. 
They unite the workers and employees on a voluntary basis, and 
Operate as a school of communist education under the leadership of 
the Party of Labour of Albania in accordance with its statutes. 


Article 7 


Organized into trade unions and conscious of the working-class mission 
to build socialism, the workers and employees participate in directing 
the economy, in drafting and realizing the state plans for economic 
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development, in solving the problems of work and production, and in 
cultural activities and the increased well-being of the people. 

The workers, employees, and their trade union organizations fight 
to strengthen discipline in the state and at work to continuously 
increase production, and to preserve and maintain state property. They 
control the administrative activity of enterprises, institutions, and 
organizations with the result that these groups function better, the 
people’s government becomes stronger, and bureaucratic excesses may 
be avoided. 


Article 9 


The state organs take the position of the trade unions in the interpret- 
ation of the laws that regulate more important problems directly 
connected with work such as working conditions, wages, and social 
insurance for workers and employees. 


Article 36 


For work carried out outside normal work times, workers shall, in every 
case, be compensated only to the extent of 25 per cent above normal 
pay as fixed by the table of categories. 


Article 48 


The highest state organs and state inspection officers of the Health and 
Safety Division execute the provisions of this Code and its ordinances, 
resolutions and instructions dealing with problems of working 
conditions, working hours, vacation time, and safety and health 
measures. The rights and duties of the State Health and Safety Division 
are determined by decision of the Council of Ministers. 


Whereas the old Labour Code had 264 articles, the new one has only 
63. All reference to penal sanctions against workers is gone, and the 
new Code has a decidedly revolutionary tone. It should be noted that 
the role of the trade unions has changed dramatically compared with 
the role they played in 1959. Although Article 9 allows them a signifi- 
cant consultative role, it is clear from Article 48 that any decision- 
making power over working conditions that they may have had in the 
past has been transferred to the state hierarchy. The mobilization and 
education of workers is now seen as the major task of the trade unions, 
and the stipulations of Article 7 allowed the establishment of worker’s 
control commissions in enterprises. Article 36 is significant in that it 
attempts to discourage overtime work as a means of increasing income: 
rather, the trend has been towards ‘voluntary’ overtime work, and there 
are many cases reported in the Albanian press of workers who, after 
finishing their jobs for the day, help in the construction of flats, 
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schools, etc. Here, as in the case of the planning discussions, the 
distinctions between coercion and persuasion, and desired and actual 
implementation, are difficult to make. 

Although the Fifth Congress of the PLA took place in November 
1966, only a month after the appearance of the new Code, no mention 
was made of it by either Enver Hoxha or Mehmet Shehu in their 
respective speeches. There was, however, continued reference to 
workers’ participation in planning, the revolutionization of life, and the 
ongoing fight against bureaucracy. 

In a speech made on 6 February 1967,7° Enver Hoxha stressed that, 
in solving problems of organization which arise in the state enterprise, 


the only correct and complete judgement is the check-up of the 
collective which verifies and should verify the case. This means ‘the 
control by the masses’ and ‘the policy of the masses’, all without 
exception, should submit to the judgement of the masses on their work 
and conduct in society. Communists should submit to a twofold 
control, to that of the Party and to that of the masses. 


When new directors or other senior or technical staff were appointed 
to an enterprise, Hoxha argued, the new man should go before the 
workers’ collective and give ‘a frank account of himself so that the 
masses may pass judgement on him’. Further, the new employee or 
director should be told that if he blunders ‘we will pull your ears’, 
whereas if he keeps making mistakes, ‘We will throw you overboard 
and bear well in mind that there is no one who can help you; the 
Party is ours, the regime is ours, it is we who are in power, it is the 
dictatorship of the proletariat which reigns....’ With respect to 
displays of bureaucratism, the solution rests again with the workers: 
‘the labouring masses should by all means and without hesitation strike 
down the director of this type or any other functionary of this kind, 
whoever and of whatever rank he may be in the Party or the 
government’. 

One mechanism whereby this workers’ contro! would take place 
would be in the wall newspaper. Albania, along with all the other 
socialist economies of Eastern Europe, had always used wall posters 
in their state enterprises, but Hoxha gave his opinion of these and was 
explicit about the need for changes: 


do away with the existing and very ridiculous wall newspapers and 
turn them into revolutionary wall bulletins which will help revolution- 
ary education. Do away with these wall bulletins with their editorial 
boards of opportunist scribblers who uphold the dignity and authority 
of the director and of themselves at the same time, and let everyone 
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write what he thinks of work and of the people in bold face letters and 
without fear. 


Hoxha also stressed the need for improving the circulation of cadres 
through the economy; all administrative and office workers should 
spend no less than 100 days of every year in production work — the 
period was shortly afterwards reduced to one month — and directors 
of enterprises should be changed regularly to prevent their ‘bureaucratic 
stagnation’. 

The implications of Hoxha’s speech for worker’s control were 
apparently significant. In several enterprises workers were reported to 
have been instrumental in solving problems of plan realization where 
state administration had failed. Examples quoted in Zéri i popullit, 
5 July 1967, include the state Industrial Enterprise in Vloré; where the 
use of lumber exceeding set norms was ‘creating a serious problem, the 
manager of the enterprise asked some leading cadres to solve this 
problem with no results. The problem was then taken over by the 
collective, and the workers succeeded not only in stopping the excess 
use of lumber but even reduced its use by 30 per cent.’ In the Shkoder 
State Construction Enterprise, when the plan for the first quarter of 
1967 had not been met, 


on their own initiative the workers asked the enterprise managers the 
reason for this setback. The answer they received didn’t satisfy them, 
and they decided with good reason to exercise control over the admin- 
istration of the enterprise. In a meeting which was held to find out 
results of the control, many deficiencies and shortcomings came to 
light in regard to the organization of the work for the implementation 
of the planned tasks. The workers then took the necessary measures 
and the situation then began to improve. 


In addition to these spontaneous displays of workers’ control, Hoxha’s 
speech also allegedly gave rise to: 


initiatives for the establishment of a revolutionary workers’ control by 
organizing various control groups to deal with all the economic 
problems related to the successful implementation of the plans, and the 
regulation of all work in enterprises. Some of these are control groups 
to check the quality of products, the maintenance, and exploitation of 
machinery and the material inventory of the enterprise. 


The trade unions were responsible for the organization of elections 
to the commissions, ensuring that candidate workers were ideologically 
and politically motivated. However, once elected, the commission was 
to be free to examine all aspects of the functioning of its enterprise, 
though its powers were advisory. Any significant problem it encoun- 
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tered was to be communicated to the entire collective of the enterprise, 
and management was expected to find a solution. The trade unions and 
party organs within the enterprise would doubtless be instrumental in 
applying pressure on the enterprise administration to ensure the effec- 
tiveness of the workers’ control. 

The foregoing discussion raises some questions but also permits 
some conclusions. It is, inevitably, difficult to gauge how far Hoxha 
was serious when he asked workers to criticize freely. However, even if 
he should be taken literally, the existing superior—subordinate relation- 
ships which had until then been officially endorsed could not be 
expected to change rapidly. Second, if the reports of improvements in 
efficiency resulting from acts of workers’ control are true — and there 
is no reason to doubt them — it is clear that the organization of inputs 
to the production process in Albanian enterprises was far from optimal; 
and they also indicate that the changes made in the planning system in 
1966 were not yet contributing significantly to enterprise efficiency. 
Third, it can be seen that the functions of the workers’ control 
commissions were twofold. In the first place, the commissions were 
organs of control, intended to ensure that both the administrators and 
worker—collectives of the enterprises worked towards consistently 
fulfilling plans; their second function — integrally linked with the 
first — was to motivate fellow-workers. 

It is clear that the movement for workers’ control in Albania may be 
viewed as a logical extension of the attempts to involve the workers in 
planning. The distinction between these two increments of ‘partici- 
pation’ is that, whereas the discussion of plans was intended for all 
workers, control functions were limited to the elected commissions. 
That these commissions were finding difficulties in their work became 
evident at the beginning of 1968. An article in Bashkimi noted that, 
over a nine-week period in 1967, egg breakages had not been entered 
as a loss in the accounts of the Mat district cooperatives; and the 
workers’ control commission was criticized for failing properly to 
safeguard communist property. However, the most common and not 
unexpected problem faced by the commissions appeared to be inter- 
ference from administrators: 


the efforts of some bureaucratic administrators to channel the control 
of workers’ commissions into a bureaucratic framework according to 
“Rules and Regulations’ only shows their fear of the masses’ revolution- 
ary momentum. There is no other way to explain the tendency of some 
administrators to ‘institutionalize’ and to keep the workers’ control 
under ‘control’. ! 


The situation at the Pogradec handicraft cooperative is cited as a typical 
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example. The chief accountant of this enterprise not only determined 
when the commission would meet, but also issued an eleven-page 
document entitled ‘Regulations Concerning the Duties of Workers’ 
Control’, signed by himself and the enterprise director. 

Shortly after this revelation of bureaucratic hindrance, the nature of 
workers’ control in Albania was changed, taking on the form it has 
retained until the present time. The change arose as a consequence of a 
speech made by Enver Hoxha on 19 April 1968, entitled ‘Working-class 
Control’. In it, Hoxha criticized the workers’ control commissions as 
having yielded no positive results; ‘not only this, they have become 
bureaucratic elements, they have eliminated the grass roots control, 
they have replaced the trade union committees, people from the admin- 
istration have entered them as heads of the commissions’, and this led 
to ‘marked manifestations of revenge towards the workers’ criticisms’. 
Consequently, Hoxha argued, while commissions composed entirely of 
workers might provide some measure of improvement, it would be best 
if the commissions were replaced entirely by ‘direct workers’ control’. 
Thus, workers’ control committees would henceforth be elected on an 
ad hoc basis as particular problems arose, and their membership would 
be limited to workers engaged directly in production. 

The change in the nature of workers’ control in Albania may also be 
explained in terms of the hypothesis formulated earlier; namely, that if 
this type of control was primarily intended to put pressure on the 
enterprise director during the period of plan implementation — the plan 
having been drafted with the assistance of the worker participation 
mechanism — allowing representatives of management to sit on the 
commissions would possibly dilute their impact. The above-cited 
attempts by management to ‘control’ the commissions lend weight to 
this conjecture. Hoxha’s proposal that control groups should be elected 
only when necessary might be expected to increase the flexibility of 
local party organs while limiting the possibility of undesired liaison 
between a permanent commission and management. However, the 
ultimate success or failure of workers’ control would rest on the extent 
to which workers were in fact motivated to exert pressure on manage- 
ment. The PLA’s attempts to bring worker’s preferences into line with 
its own are discussed in the next chapter and Chapter 6. 

It has already been noted that a scheme for workers’ control was not 
to become the only manifestation of the dictatorship of the proletariat 
in Albania. On 28 April 1967, the Politbureau of the PLA issued a 
series of guidelines to the party apparatus on the circulation of cadres. 
The Politbureau suggested that the following criteria be used in deter- 
mining the mechanism of job rotation. 

(1) All state employees who have never experienced life at the 
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shop floor — in other words, who entered the central administration 
straight from school — should be dispatched to primary economic units 
immediately. In future no one who had spent less than five years at the 
base after leaving school should be admitted to the central adminis- 
tration. 

(2) All cadres who had spent ten years in the central adminis- 
tration should also be sent off henceforth. 

(3) Asa tule, cadres should spend a minimum of three years at the 
base before they can return to the centre. 

(4) An attempt should be made to substitute those who had long 
worked in senior positions in Tirana by staff from the provinces. 

(5) In determining the destination for a cadre his educational and 
work experience should be taken into account. 

(6) The circulation of cadres should apply within the various 
districts of the country as well as between the centre and the base, 
particular attention being paid to those local officials who display 
signs of bureaucratism. 

(7) The management and technical staff of state enterprises and 
agricultural cooperatives need normally not be circulated because 
they are daily in close contact with the working masses. 

(8) As many young people and women as possible should be 
employed in the central government and party offices. 

(9) Emphasis should be placed on providing collective farms with 
experienced cadres and sending as many party members as possible 
to the production front in order to maintain a balanced distribution of 
communists and experts with the society. 

(10) Direct participation in the production process should be used 
as a most effective means of educating cadres who make mistakes; 
however, this does not mean that reliable cadres should not be given 
difficult jobs. 

(11) All institutions should draw up a plan for the circulation of 
cadres and submit it to their party committees to assist in the co- 
ordination of the scheme.?? 

Only one day later, the Central Committee of the PLA and the 
Council of Ministers issued a joint statement to the effect that, as a 
consequence of an allegedly spontaneous mass movement, ‘the 
employees of ministries and central institutions, of party committees, 
executive committees, organizations of the masses, military cadres, 
teachers, and all intellectuals should spend 30 days a year directly in 
production, mainly in the countryside and in an organized way.?* The 
one exception to this rule was to be that married women need spend 
only fifteen days a year in this way. 

This renewed campaign for cadre participation in physical pro- 
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duction was expected by the PLA to increase the level of proletarian 
consciousness of the cadres, thereby enhancing the dictatorship of the 
proletariat. In practical terms, however, the above scheme and the cadre 
circulation programme may be seen as an attempt by the PLA to 
increase its popularity with the workers at the expense of the cadres. 
The partial acceptance by the cadres of their new ideologically 
heightened (but materially reduced) situation in society was probably 
guaranteed by their peculiar vulnerability. In other words, the cadre 
whose personal ideology was in complete conflict with the PLA’s could 
resist thirty days of production work or transfer to a cadre position 
elsewhere in the country only at the risk of being made a full-time 
proletarian, as indicated by point (10) of the guidelines of 27 April 
1967. 

The area in which these new revolutionary measures were likely to 
be most deeply felt was the central planning system. The exclusion of 
managers and other enterprise cadres from the circulation scheme 
(point (7) of the guidelines) represents a step backward from Hoxha’s 
February 1967 position and indicates the PLA’s desire to maintain 
stable conditions within the primary economic units — the farms and 
state enterprises. This is also suggested by the requirement that ‘circu- 
lation’ be planned (point 11); and the suggestion that a cadre’s 
qualifications be taken into account in determining his new job (point 
5) further indicates that the PLA felt economic necessity to be a 
constraint on its progress towards its ideological objectives. However, 
there is considerable evidence to suggest that the PLA’s ideological 
campaign was not entirely successful, either politically or economically. 


THE UNEXPECTED RESULTS: ORGANIZATIONAL 


By June 1967 it was emerging through the Albanian press that the 
campaign for participation in physical production work was meeting 
opposition. One article discloses that even certain individuals who had 
been criticized in the press had not yet gone to the base. The regional 
party committees and executive committees of the people’s councils 
are blamed for not ensuring the success of the schemes, and a determi- 
nation to enforce participation is expressed. ‘It is quite clear that 
these cadres who are avoiding production work possess a non- 
revolutionary bureaucratic mentality which must be fought merci- 
lessly.’ In Zéri i popullit of 24 March 1968 the internal situation is 
related to the changes taking place elsewhere in Eastern Europe, the 
‘revisionism’ abroad being blamed on three factors: “bureaucratism, 
intellectualism and technocratism’. The prescription for avoiding these 
evils is given as follows: 
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the long period of probation in state functions, the great unevenness 
of wages (a dangerous evil, this), and the privileges which they allegedly 
get as cadres (another dangerous evil) spoil them and incite them 
progressively to adopt, willy-nilly, features that are foreign to the 
proletarian class. Such phenomenon may also occur with cadres of 
worker origin and conditions, but this danger is greater to those coming 
from the peasantry and the intelligentsia. The cadres should be 
educated so as to realize that, even when they are working correctly, 
their departure from responsible functions and their going to work in 
the fold of the working class and the labouring masses is a necessity. It 
is to the advantage of the Party, for the present and the future.?¢ 


There is also evidence that the PLA’s policy of replacing male 
functionaries by women, through the cadre circulation scheme (point 
(8) of the guidelines) was causing problems. The first party secretary of 
the Gjirokastér district suggested in an authorative journal that one of 
the ways in which resistance to the measures was manifesting itself was 
in attempts to discredit the new role of women: 


[Some comrades] pursue a twofold aim; first, by creating difficulties 
for women they want to say, ‘you see, we were right, women are 
incapable of directing’. Second, some of them, approaching the 
problem from a narrow, selfish point of view, act this way hoping that 
they can regain their ‘lost position’.?° 


The PLA intensified the cadre circulation scheme following Enver 
Hoxha’s speech on working-class control on 9 April 1968 by including 
enterprise directors and other cadres in primary economic units in it, 
and the aim of the scheme had by now been stated publicly as the 
elimination of bureaucracy in the state administration to preclude the 
onset of the revisionism which had destroyed socialism in the USSR. 
Thus, for example, it was alleged that ‘cadres that have had long tenure 
but are professionally inept have acted in a conservative and egotistic 
manner by refusing to make room for new and capable revolutionary 
cadres’.2® Likewise, ‘great difficulties and obstacles have been encoun- 
tered because of strong bureaucratic measures’.?” On the relationship 
between workers’ control and the administration, a party official 
stated: 


The question of control by the working class (always under the 
guidance of the party and its teachings), including the question of 
raising the ideological level and improving administration work so as 
effectively to open the way to this control by purging the bureaucratic 
obstacles, must be the preoccupation of the party organization, a pre- 
occupation that should be continual, systematic, and not merely for 
a day or a month.?® 
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The problem of the dictatorship of the proletariat and its progress 
in Albanian society was the major topic for discussion at the Sixth 
Plenum of the Central Committee of the PLA, which assembled on 27 
September 1968; and the Politbureau report to the Plenum provides 
evidence that the leadership was not satisfied with the results of the 
ideological campaign. In the report Ramiz Alia clarified the ideological 
motivation for the measures that had been carried out and pointed out 
areas in which the ‘revolutionization’ of society was encountering 
problems. With respect to ideology, Alia noted that: 


Socialist revolution is uninterrupted evolution. It does not end either 
with the seizure of the reins of state or with the building of the 
economic base of socialism. The whole process of socialist and 
communist construction is the process of developing and deepening 
proletarian revolution in the political, economic, and ideological fields. 
Interrupting the revolutionary struggle, stopping the revolution half- 
way, is fatal to the destiny of socialism. The fact is that the class 
struggle, the struggle between the socialist and capitalist ways, 
continues throughout the period of transition from capitalism to 
communism. This is the fundamental contradiction all through this 
period. 


The report, on behalf of the Party leadership, was of key importance 
at the time in dividing into four groups the socioeconomic issues over 
which the PLA sought influence. The neologisms that identified the 
negative features of each relationship were characteristic of the contem- 
porary presentation of topics for party or public information, but were 
none the less valid expressions of the new policy foreshadowed by the 
report. 

The first issue was termed ‘bureaucracy’: 


Failure to set and continuously perfect these relations along correct 
socialist lines will inevitably lead to the emergence of bureaucratism 
and to the degeneration of cadres who, from being servants of the 
people, gradually turn to a new bourgeois class which follows a 
bourgeois policy and uses its power to secure a privileged position for 
itself and to hold sway over the people. This sets up relations of 
oppression and exploitation between this stratum and the masses. 
Social ownership gradually loses its socialist nature and turns into 
ownership of the state capitalist type. 


The frequent transfer of managers, technicians, and officials between 
posts with intermissions for physical labour was seen as the appropriate 
mitigation, but the report indicated that the schemes already started on 
these lines had encountered resistance. 
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The second group of issues included ‘technocratism’, ‘economism’, 
and ‘intellectualism’, united by the common trait of arrogance in 
professional judgements. The report argued that priority should be 
given to ideological over technical education. The basis for concern over 
intellectuals was similar to, though not identical with, that for cadres. 
The problem arose 


not because of their nature; but, because of their tendency to detach 
mental from physical labour, their position and the role they play in 
leading and organizing work, and the individual nature of their work, 
the intellectuals are susceptible to alien bourgeois and revisionist view- 
points, ideology, politics, and ethics; they are inclined to detach them- 
selves from the masses, to overrate their role, ability, and talents, to 
place themselves above the masses, to slip into postures of egotism, 
intellectualism, and self-conceit, to consider themselves the only force 
capable of directing and leading. Therefore it is here that a very 
important area of the class struggle lies. 


‘Conservatism’ was perceived as the third problem, to be countered 
by implementing measures for the increased mechanization of pro- 
duction processes in the Albanian economy which had been outlined 
by the Third Plenum of the Central Committee of the PLA (13-14 
October 1967). The report accused managers of conservatism in 
refusing to implement labour-saving changes in technology (technical 
progress in Albania is here discussed in Chapters 3 and 5); and it also 
argued that in the political sphere conservatism had led to opposition 
to the appointment of young cadres in various positions throughout 
the society. It posed the rhetorical question: 


If we fail to train and promote new cadres right away, then when shall 
we do it? Our comrades must never forget that when our Party and 
People trusted them for the first time with posts of great responsibility, 
they were not only very young in years but did not have that culture 
and those skills that the new cadres, carefully educated by the Party 
and marked with its ideology and a wide range of professional skills, 
boast of today.... The struggle against conservatism is a long and 
perpetual one. It will never end because our society keeps developing; 
some things always spring up and grow while others become obsolete 
and should be discarded. 


Finally, though no term was coined, the report spoke of the conflict 
between personal and social interest. It is noted that this tendency 


is manifested not only in the material sphere, in the running after 
money and a fat salary, after privileges and material advantages, in the 
tendency to contribute as little as possible and wrest as much as 
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possible from society in occupying a comfortable post in town. It is 
manifested in a thousand and one more forms, extending also to the 
moral features involving one’s own character like egotism and individu- 
alism, envy and personal ambition, intrigues and lies, career-seeking and 
servility, arrogance and self-conceit, comfort and ease, personal glory 
and familiarity, nepotism, acquiescence, and apathy, localism and 
partiality, and so on and so forth. This means that there are many 
problems; there is a whole field of action to imbue the people with the 
norms of communist ethics and to educate them to place the revolution 
above everything else. 


Measures to enhance social motivation should not, the report stressed, 
go to the point at which real personal incomes of workers and 
peasants did not steadily increase or inequalities between them and 
cadres (and between farmers in different areas and on different types 
of farms) diminish. (This question is taken up in greater detail in 
Chapter 5.) 

The following analysis of the economic problems arising from the 
1965 and 1966 changes in the rules of the system will attempt to show 
that, from a purely economic point of view, the decentralization 
measures of 1966, however moderate, militated against increased 
efficiency. On the other hand, the PLA’s goals of greater control and 
maintenance of power in Albania evidently required a decentralization 
of economic decision-making power. 


THE UNEXPECTED RESULTS: ECONOMIC 


It is perhaps surprising, given the PLA’s emphasis on ideological 
campaigns and central planning, that there should be accounts in the 
Albanian press in 1967 complaining of widespread private, and thus 
illegal, economic activity. Durres workers are criticized for failing to 
denounce ‘the embezzlers and misusers of socialist property’. Another 
article argues that base-level party organizations should intensify the 
class struggle against workers who behave ‘as if they were landowners, 
artisans, and workers in private service, middlemen in the distribution 
sphere, entrepreneurs for other work, etc.’. It points out that in 
Pogradec, Elbasan, and Shkoder, among other places, many people 
were realizing large incomes from orchards in which they were 
employing others, and were also holding stock until the price was at 
its highest before selling. The article also indicates that there were a 
number of private handicraftsmen, acting as clothes-dealers, tailors, 
carpenters etc., without a trade licence. Even worse, it is stated that 
many people employed by the state spent their day at work ‘resting’ 
so they could slave at night to earn income illegally. By 1959 most 
artisans had been brought into cooperatives, but this apparently did 
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not prevent them from cheating and failing to declare income. Finally, 
it is disclosed that there were private entrepreneurs carrying out repairs 
and construction work at factory sites, houses, and schools. The 
example is given of two such entrepreneurs who were engaged by a 
collective farm in Lushnjé to build a palace of culture for 800,000 leks 
(the official exchange rate at that time was 50 leks to 1 dollar). These 
private builders were allegedly obtaining their resources through bribery 
and corruption, and were being commissioned by directors of state or 
collective organizations who were behind in meeting their plans. The 
article concluded that the problems were not economic but ideological, 
that bourgeois thoughts from the past were the cause, and that if 
worker persuasion could not solve the problem, harsher punishment 
would have to be used. 

If such problems existed in March 1967, it is clear that the PLA’s 
ideological campaign, which had begun with the initiation of workers’ 
involvement in planning in the middle of 1965, was not having 
the desired impact. Such problems — familiar in all Soviet-type 
economies — as the poor quality and shortages of consumer goods 
and the failure of enterprises to fulfil assortment plans, while over- 
fulfilling the plan for global output, were also reported. Discontent 
was expressed with the quality of packaging and content of export 
goods. In the transport sector, it was disclosed that state-owned trucks 
and cars were being used for picnics and excursions and for the trans- 
port of workers’ relatives to various ‘unplanned’ destinations, and also 
that trucks had been discovered travelling on planned routes without 
any cargo, the drivers apparently being unaware of the situation. The 
existence of more unusual dysfunctions was revealed in an analysis of 
the Albanian statistical system which may be summarized as follows. 

In 1966 two changes had been made in the Albanian statistical 
system. First, it was decided that 80 per cent of the statistics submitted 
by the enterprises to the central authorities were unnecessary and their 
collection was consequently eliminated. Second, in order to save the 
time of experts in the Executive Committees of the People’s Councils, 
the ministries and the Directorate of Statistics, it was decided that 
statistics would henceforth be sent to only one department in each 
organ. A surprisingly large number of problems had arisen in connec- 
tion with this apparently simple reorganization. The economist 
Jakubini argues that insufficient care had been taken to explain to all 
concerned that, along with the reductions in statistical reporting, it was 
‘necessary to eradicate and condemn the erroneous concepts of those 
who overrate records’. There had been certain instances of actual 
increases in data collection and cases of people asking for statistics 
when, according to the guidelines of the Directorate of Statistics, they 
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did not have the right to do so and were thus breaking the law. Whereas 
it was stipulated that enterprises should prepare output statistics for 
collection by Executive Committees and ministries every three months, 
some higher organs were demanding that they be submitted monthly. 
Jakubini points out that, in addition to being illegal, this practice also 
reflected an undesirable stress on ‘globalism’ when concentration on 
the quantity and quality of individual goods was necessary. There was 
also evidence of globalism in the construction and transport sectors, 
although here it was merely undesirable, not illegal. Finally, it was 
indicated that statistics were often being submitted late and sometimes 
were even sent to the wrong place. 

However, it seems that ignorance of the rules was in evidence 
throughout the planning and management system. An article in the 
July—August 1968 issue of Ekonomia popullore noted that contracts 
between enterprises were often not drawn up because the buyer did not 
know where to send his order. Thus, it might be sent to an Executive 
Committee when a ministry was responsible for the distribution of the 
relevant product. The article went on to note that rreth Executive 
Committees often praised enterprises for fulfilling global output plans 
when assortment was under-fulfilled. Finally, it was indicated that in 
several districts the Executive Committee would ensure the production 
of goods necessary as inputs elsewhere in its own district while ignoring 
the requirements of the rest of the economy. 

All of these dysfunctions were blamed on a lack of knowledge or 
understanding of the rules; but given the pressure of the ideological 
campaigns and the scarcity of properly qualified state functionaries at 
the local level, it is hardly surprising that such problems occurred. 

However, the de facto decentralization of investment decisions was, 
from an ideological viewpoint, by far the most critical unexpected out- 
come of the changes, since it implied an increased role for the law of 
value in the state sector of the economy. As part of the 1966 changes 
in economic planning and management, it had been decided to place 
enterprise funds for investment and construction under the jurisdiction 
of the ministries and the Executive Committees of the People’s 
Councils. These bodies would then be able to determine the precise 
distribution of funds among alternative projects without the projects 
being subject to state bank control. In making this decision, the PLA 
leadership was evidently unaware of the importance of bank control 
in the classic Soviet model, in that — theoretically at least — it provides 
a check on how subordinate financial units in the hierarchy are carrying 
out the duties assigned to them. But however important it may be to 
have a check on the activity of ministries and Executive Committees in 
a centralized economy, it is still more important to have such a check 
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in a decentralized system. In other words, if there is a decentralization 
of economic decision-making power within the policy, planning, and 
administrative hierarchy — as there was in Albania in 1966 -— and the 
authorities do not want this decentralization to spread down to the 
primary economic units, then a check on the activity of the regional 
authorities is necessary. 

While it might be argued that in an essentially non-market, admin- 
istered system the regional authorities would normally have no in- 
centive to relax their control over enterprise directors, the Albanian 
case is complicated by the ideological campaigns. If a member of a 
People’s Council Executive Committee is expected to be ideologically 
pure, it might be in his best interests to spend his time organizing 
revolutionary meetings of workers, and to allow the enterprise director 
under his jurisdiction — who probably knows more about the 
economics of the situation anyway — to determine how best to allocate 
investment funds. From the director’s point of view this newly gained 
power will help him fulfil his plans and thus gain the attendant bonuses. 
According to official estimates, decentralized — illegal — investment ac- 
counted for rather more than 1 per cent of total investment in the 
Albanian economy in 1968, which may have been no more than the tip 
of the iceberg. If so, it can be argued that the ideological campaigns led 
directly to the most undesired dysfunction in a socialist economy — the 
weakening of the state plan. Articles in the Albanian press in 1968 
complained of enterprises embarking on illegal construction projects 
before the end of the plan period and, being unable to complete them, 
presenting the planners with a fait accompli for the allocation of funds 
to complete the projects in the next plan period — again a familiar 
complaint in the USSR and throughout Eastern Europe. 

The official reaction to decentralized investment was understandably 
violent, although precise details of punishment for offenders have not 
been published. However, it is clear that the authorities did not 
associate the problem with the ideological campaigns in the manner 
argued above. Rather, it was assumed that vestiges of the past and other 
alien ideologies were to blame, the implication being that the campaigns 
had not yielded the desired degree of political education of the 
majority of cadres. There has since been no further mention of decen- 
tralized investment in the Albanian press, and the fact that the leader- 
ship felt confident in 1970 to embark on a further decentralization — 
discussed below — suggests that the problem was somehow solved, 
probably through the reimposition of bank control. 

It has already been suggested that the decentralization measures of 
1966 may have militated against more efficient resource allocation in 
the Albanian economy. Since the decentralization of economic 
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decision-making power in a centrally administered system generally 
tends to improve information flows and make possible increased use of 
commodity-money (market) relations, thus improving efficiency, the 
contention that in Albania the outcome might have been different 
requires explanation. It was noted earlier that the Soviet system of plan 
indicators was not fully adopted in Albania until 1959, fourteen years 
after the PLA’s ascent to power. This delay was caused partly by the 
authorities’ unwillingness, for political reasons, to centralize the 
economic system, and partly because there were too few trained 
economists to man such a system. Similarly, it is doubtful whether 
the number of qualified cadres necessary for effective decentralization 
was present in 1965. This point may be clarified by reference to the 
difference between the pre-1959 decentralized system and the later, 
post-1966, system. Thus, prior to the establishment of the classic Soviet 
model, some allocative decisions were taken by enterprises; and, to the 
extent that managements’ goals differed from those of the PLA leader- 
ship, the outcomes would be different from those intended by the 
party. The post-1966 rules required that local party and state function- 
aries, and not managers, took economic decisions; and the system was 
specifically designed to ensure the allocation of resources in accordance 
with a centrally ratified plan. But this required cadres who were politi- 
cally and economically qualified, both at the centre and at the base. If 
the PLA leadership had been motivated purely by a desire for 
efficiency, they would have kept the country’s experts concentrated at 
the centre until the education system had produced sufficient new 
cadres to spread throughout the economy. But they were not so 
motivated, and the new system rules had in any case been expected to 
lead to centrally desired outcomes more effectively than had the 
classical Soviet model. In fact, there is evidence that the new system 
was not completely meeting the objectives of increased party control 
at all levels and rapid economic growth rates. To be sure, as is indicated 
in a later chapter, the targets of the Fourth Five-year Plan were 
exceeded in most sectors, but this was probably due more to massive 
capital inflows from China than to the efficiency of the system. 

The two areas in which the system rules might again be changed 
without difficulty and with the possibility of improved results were, 
first, the plan indicators and, second, the distribution of decision- 
making power between the ministries and the Executive Committees. 
A reduction in the number of indicators requiring hierarchical approval 
would ease the pressure on inexperienced cadres, while a limitation on 
the number of enterprises under ministerial control to those in priority 
sectors of production would possibly facilitate economic growth by 
removing the burden on the ministries of planning the non-priority 


PLANNING AND MANAGEMENT IN THE ECONOMY 53 


sectors. 

It should be noted that a reduction in the number of plan indicators 
does not necessarily imply increased scope for market relations in the 
state sector. A multiplicity of indicators referring to one allocation 
decision may result in contradictory instructions to management — for 
example, an enterprise’s plans for labour and material inputs inconsist- 
ent with the plan for quantity of output. In such a situation it is at 
least possible that simplification may enhance central control over the 
priority objectives. On the other hand, the Albanian experience in 1968 
showed that certain indicators could be removed from central determin- 
ation and supervision only at great risk — in this case, financial control 
over investment decisions. That changes reflecting an awareness of these 
points were imminent was indicated when the Ninth Plenum of the 
PLA Central Committee — convened towards the end of 1969 — called 
for a thorough re-examination of the planning methodology with a view 
to improving its ‘scientific content’. 


THE 1970 REORGANIZATION OF THE PLANNING AND MANAGEMENT 
SYSTEM 


The reorganization of the planning system was announced by Hysni 
Kapo in his report to the Tenth Plenum of the Central Committee of 
the PLA in June 1970. He gave the major aims of the changes as being 
to ‘do away with routine and raise the work of management to a 
scientific basis’ and further to improve worker participation in the 
system. On the first point, he did not provide much amplification, 
merely noting that as many workers and cadres as possible must 
become acquainted with the economic laws of socialism, thus con- 
firming the existence of the cadre education problem suggested above. 
With respect to worker participation, he argued that the participation 
of the workers in planning was being stifled by excessive centralization 
of decision-making on economic issues which could best be resolved at 
the district level. Thus, while the reorganization of 1966 had proved 
helpful, it was now necessary to expand the competence of the base 
even further. Kapo also argued that proposals on the productive activity 
of the enterprise made by workers were not finding their way into the 
plans because of excessive red tape in the hierarchy. This problem could 
be overcome only if more enterprises were placed under the control of 
the Executive Committees of the local People’s Councils and if the 
number of plan indicators facing the enterprise was reduced and their 
quality raised. 

In terms of a redistribution of economic decision-making power, the 
1970 reform appears to have been fairly far-reaching. In 1960 only 20 
per cent of enterprises were under the jurisdiction of the Executive 
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Committees: this number had grown to 40 per cent in 1969 (account- 
ing for 30 per cent of total industrial production) and 80 per cent in 
1971.°° The percentage share of these enterprises in total production 
is not known, but, given the small average size of firms, it was probably 
still not large.) 

The initiation of each round of Five-year-Plan elaboration is vested 
in the party. Its guidelines pass from the State Planning Commission via 
either the ministries or the People’s Councils to the enterprise. It is 
within the enterprise that the bulk of the detailed draft planning is 
carried out, and this process is considered in more detail below. There- 
after the individual plans of the primary economic units pass back to 
the State Planning Commission, again via the ministry or Executive 
Committee. It is the task of the State Planning Commission to amend 
the individual plans so that a single balanced plan for the economy is 
obtained. The plan then becomes law, and the enterprise receives its 
tasks for the coming five years. These plan targets are further disaggre- 
gated annually, the process of annual compilation being essentially the 
same. 

At the enterprise level, the drawing up of annual plans begins in July 
of the pre-plan year. At plant and enterprise levels, commissions of 
planning are set up, composed mainly of workers. At the brigade level, 
work groups are established. These commissions and groups analyse the 
performance of the enterprise over the first six months of the base 
year with a view to determining possible levels of production for the 
remainder of the year. These data are then used by the planning 
commission, in conjunction with the enterprise director, to draw up a 
set of plan proposals to be put before the work collective. Throughout 
this process, the Five-year Plan should also be taken into account. 

The next step in the process involves ‘the organization of ideo- 
political and propagandistic work with workers for the drawing-up of 
the project plan’. The trade union and party organizations in the enter- 
prise use wall posters and emulation notice boards to encourage 
workers to make proposals about ways in which the tasks of the firm 
may be carried out more successfully. These proposals are then all 
checked for their likely contributions to productivity, etc. On the basis 
of the original plan proposals of the commissions and work groups, 
and the proposals made by workers, the project plan is drawn up. This 
plan is then brought before a mass meeting of workers again and, when 
approved, is sent to the relevant higher authority within the state 
administration. Following the drafting of the national plan by the State 
Planning Commission, the plan for each enterprise finds its way back 
down the hierarchy. The final plan is now brought before the meeting 
of the worker collective and explained to it, particular attention being 
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paid to a discussion of any changes that had to be made by the superior 
organs. 

It must be re-emphasized that the foregoing scenario is designed 
specifically for the motivation of enterprise workers; the PLA hopes 
that it can thus mobilize the workers to press for higher plan targets 
than would normally be acceptable to management. Indeed, in contrast 
with the reforms that have taken place elsewhere in Eastern Europe, the 
position of the Albanian enterprise director has continually deterior- 
ated. Materially, he has suffered several cut-backs of salary during the 
1960s and 1970s; and in terms of power, his authority over the activity 
of his enterprise has been diminished by a change in the Albanian 
concept of one-man management. Whereas this term had previously 
been rendered in Albanian as udhéhegjeunike, a literal translation of 
the Russian edinonachalie (one-man management), this has now 
become drejtim unik (single guidance), the term always being appended 
with statements such as ‘under the leadership of the enterprise party 
organization’. Finally, the use by the PLA of worker participation and 
workers’ control schemes has meant that the director is now under 
pressure from both the state hierarchy above and the workers’ organiz- 
ations below. It has already been mentioned that by 1968 enterprise 
directors were benefiting from a de facto decentralization probably 
caused by the zeal of the ideological campaigns and the removal of 
bank control over investments. Now it appears that this gain has been 
removed, and that the director has lost most of the decision-making 
power he ever had. However, he remains responsible for the enterprise’s 
achieving its plan targets once these are confirmed. 

A phrase often encountered in the Albanian literature surrounding 
the present planning system is that it has increased markedly the 
‘initiative’ of the primary economic units in the planning process. On 
the basis of such remarks, it might be supposed that there has been a 
decentralization of decision-making power to the enterprise in the 
manner of other East European reforms. However, as an examination of 
the table of plan indicators (Appendix Table A1) shows, the notion of 
increased initiative can really be applied meaningfully only to the 
worker participation schemes, specifically in their ideological aspects. 
The enterprise has the power to approve only plan 8(c), which deals 
with the measures to be taken for the exploitation of internal reserves, 
clearly an area of involvement for worker participation groups and the 
resident party organization.?! The number of indicators in the plan can 
be seen from the table to be only 36. This appears to be a significant 
reduction, compared with the 77 indicators used before 1970, but it 
is difficult to imagine what the removed 41 indicators referred to, let 
alone to speculate about the nature of the original, pre-1966, 550 plan 
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indicators. 

At the macroeconomic level, the planning procedures remain as they 
were in 1959. Thus, the major method of plan formation remains the 
‘method of balances’, and as late as August 1976 a well-known 
Albanian economist felt obliged to write that balances were still not 
being drawn up correctly and for all sectors of the economy. 
Ideological considerations preclude any discussion of optimal planning 
of the Albanian economy, mathematical techniques being used only 
at enterprise level, while at the centre attempts are being made to 
compile an input—output table. However, the table does not appear 
yet (1980) to have been completed, and it is noticeable that, after a 
period of apparent enthusiasm in 1971 and 1972, the number of 
articles on mathematical economics appearing in the Albanian literature 
diminished. This may be linked with the dismissal of certain economic 
ministers discussed below and in Chapter 3. 

During the period of plan implementation, socialist emulation 
campaigns are used to elicit greater work effort. These campaigns range 
from competitions between members of a brigade at enterprise level to 
inter-enterprise and inter-district competitions, and winners receive 
prizes such as red flags (moral incentive) and free holidays (material 
incentive). 


THE PROBLEMS OF THE CONTEMPORARY SYSTEM 


The problems arising from the contemporary system may be classified 
into three groups: the persistence of ‘globalism’ in plan fulfillment; 
the existence of widespread absenteeism among the labour force and 
low work norms; and the re-emergence of small-scale private economic 
activity. Thus, whereas the global implementation of the first two years 
of the Fifth Five-year Plan (1971—5) was ‘satisfactory’, many individ- 
ual sectors failed to meet their targets. In May 1973 the Ministry of 
Trade announced that, although many shops had been built in new 
towns, the selection of goods in them was poor, owing to failure on 
the part of enterprises to meet contractual obligations and to 
‘globalism’. Enterprises producing consumer goods were again blamed 
early in 1974 for failing to meet assortment and quality plans, it being 
argued that this problem could be solved only if the local party organiz- 
ations raised the ideological level of workers. Perhaps the best example 
of the extent of this problem is provided by the report that, for the 
first nine months of 1972, plans for global industrial output in the 
districts of Korca and Elbasan were, respectively, 102.3 per cent and 
102 per cent fulfilled, whereas the targets for output in physical units 
were met to the extent of some 49 and 62 per cent.?? 

Whereas the PLA has attempted to overcome this problem by 
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undertaking education campaigns with the workers, insufficient effort 
appears to have been made to improve output mix by offering material 
incentives. The law of 1967 on the special enterprise fund gives equal 
weighting to the fulfilment of production, cost-reduction, and profit 
plans in the distribution of managerial bonuses, and production plan 
fulfilment is determined ‘according to ... the evaluation made by the 
directing administrative organ’.?*> The ministries and Executive 
Committees have clearly not placed sufficient emphasis on assortment 
in their bonus determinations, though they appear to have had the 
power to do so, and the ideological campaigns have not yet borne fruit. 
It seems unlikely that material incentives will be used more effectively 
in the near future, because in April 1976 enterprise directors ‘re- 
nounced all forms of supplementary income.?* (See Chapter 5 on the 
PLA’s measures leading to this ‘renunciation’.) } 

The widespread labour absenteeism in the Albanian economy has 
already been mentioned, and the 1970 changes in the system have had 
no apparent impact on the problem. It was reported that some workers 
in the Buqize chrome mines averaged only twenty work days per month 
in 1972, and that industrial enterprises of the Skrapar district lost 
14,456 working days through unjustified absenteeism. There is in fact 
evidence to support the contention that planning is, by and large, 
‘slack’ in the Albanian economy rather than ‘taut’, if seen from the 
worker’s point of view. Failure to receive supplies on time often leaves 
workers with nothing to do while still being paid, while work norms 
if they are imposed at all — are often easily fulfilled. But in 1973 only 
10 per cent of the workforce were being given norms at all. As in the 
case of ‘globalism’, the PLA has blamed labour problems on insufficient 
revolutionary spirit among the population. However, any tendency to 
match employment plans to output targets rather than to availability 
of material inputs — themselves inadequate in relation to output 
targets — could also provide part of the explanation, together with a 
preference for ‘keeping unemployment inside the factory gate’ in a 
relatively labour-abundant economy. 

The re-emergence of private business activity in the Albanian 
economy is, however, also an indication of the relative failure of the 
PLA’s ideological campaigns. As recently as 1975, it was admitted that 
tailors, carpenters, builders, and cooperative farmers — some even 
party members — were engaged in private, profit-making ventures. The 
two most serious implications of this illegal activity were argued to be 
the theft of materials from state stocks and relaxation at legal work to 
save energy for private activities. In the context of cadre movements 
into the countryside to assist in agricultural work, one report pointed 
out that many collective farmers were drifting into towns to set up 
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private businesses and become ‘petty bourgeois’. In this, they were 
allegedly often being assisted by party members. 

The ideological education of the workers is conducted by the local 
trade union organization under the direction of the enterprise party 
committee. In April 1977 all workers were being required to attend a 
weekly one-hour class, in which the documents of the November 1976 
PLA Congress were studied and, although attendance at the classes was 
officially voluntary, the names of absent workers were prominently 
displayed on factory notice boards. Ideologically motivated social 
activities are also organized in enterprises by the women’s and youth 
committees. 

There is evidence to suggest that Albanian workers are becoming 
aware of the general economic implications of the PLA ideology that 
they have studied. Thus, workers in several Albanian enterprises visited 
by the author in 1977 indicated that, as a consequence of the Seventh 
Party Congress, they would work harder to improve the quality of 
products, prevent waste of raw materials, and even devote some of their 
spare time to agricultural work, particularly at harvest time. On the 
other hand, when asked questions specifically related to their particular 
work, most indicated that work was easy and that norms were either at 
appropriate or at low levels. The existence of slack output plans in 
much of the Albanian economy is also indicated by the extent to which 
they are often over-fulfilled. It is equally true that when a plan target 
is not met, the margin often appears to be rather large, but this may be 
due to delays in deliveries of capital equipment from China, or to the 
PLA’s over-optimism in planning following an illusory success, or to 
inadequate co-ordination of available material inputs with output 
targets. 

It seems reasonable to argue, however, that the role previously 
played by the enterprise director in obtaining slack plans has now been 
taken over by the workers. Thus, although poor workers are subjected 
to embarrassment by being pointed out at meetings and made to 
perform self-criticism, and this has probably led to a greater homogen- 
eity of work effort within the enterprise, there is nothing in the rules 
of the system to ensure that the work level is not generally low, and 
the increasing use of group rather than individual, bonuses tied to plan 
fulfilment has probably reinforced this tendency. 

It seems reasonable to conclude that the changes made to the 
Albanian planning system since 1965 have, in economic content, 
involved simplification and marginal adjustment rather than radical 
change. More generally, they have been designed to improve the PLA’s 
control over the economy and to increase pressure on enterprise 
management through the worker ‘control’ and ‘participation’ 


PLANNING AND MANAGEMENT IN THE ECONOMY 39 


mechanisms. To the extent that these latter innovations have contribu- 
ted to the PLA’s popularity in the country, its goal of staying in power 
has been met the more easily. On the other hand, rapid economic 
growth is unlikely to have been promoted more satisfactorily under 
the later rules and practices than was the case prior to 1965, largely 
because the PLA’s assumption that pressure from below will yield 
greater efficiency and higher levels of output depends for its validity 
on an ideologically well educated and highly motivated workforce. 
Although the ideological campaigns conducted since 1965 have 
probably had some impact on the workings of the system — there has 
been a notable reduction in the number of complaints about ‘hidden 
reserves’ since 1970 — they can hardly be labelled as an unqualified 
success. 


CONCLUSION 


The development of the Albanian planning and management system 
up to the late 1970s has reflected the PLA’s desire to establish a set of 
rules and practices that would maximize the leadership’s influence 
over economic developments and prevent any political opponents from 
removing them from power. While there has been some decentraliz- 
ation, leakage of decision-making power from the ministries or People’s 
Councils to the enterprise has been minimal, with the significant 
exception of some loss of central control over the investment pattern 
following the lifting of bank supervision. However, there is evidence to 
suggest that this decision has now been reversed; and, in his report to 
the Seventh PLA Congress in November 1976, Enver Hoxha indicated 
that the leadership was well aware of the importance of financial 
control: “By strengthening their dynamic control by means of money, 
the financial and banking organs must become a barrier to any action 
which runs counter to the discipline of the plan and good financial 
order.’?§ 

The PLA leadership’s desire to maintain power was undoubtedly 
important in slowing the rate of centralization in the 1950s and, 
perhaps even more crucial, in leading to the institution of schemes for 
worker participation in the mid-1960s. To the extent that the latter 
measures increased PLA popularity with the workers, the changes in 
the system may have contributed towards the leadership’s achievement 
of its goal. However, increased popularity for the leadership must be 
distinguished from heightened ideological commitment on the part 
of workers. In the latter sense, the ideological campaigns have probably 
failed as yet to yield the desired results. On the other hand, it is 
probably too early to dismiss the campaigns as having been doomed to 
failure from the outset. 
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Any conclusion about the effectiveness of the Albanian system of 
economic planning and management in encouraging a high rate of 
industrial growth must be postponed until the PLA’s development 
strategy has been analysed in the chapters to follow. However, it is 
possible to make several preliminary observations on this issue. First, 
it may be argued that, if a government’s development strategy requires 
that economic growth be very fast in some sectors of the economy at 
the expense of others, then some degree of central planning is necess- 
ary; and it is argued later that this has clearly been the case in Albania. 
Then it follows that the planning and management system will be 
important, not only in the obvious sense that it formulates the plans, 
but also in influencing the extent to which individual economic agents 
are prepared to work towards fulfilling those plans. Thus, the ideologi- 
cal campaigns and the worker participation and control schemes have 
been as much variables helping to determine the outcome of the leader- 
ship’s development strategy as elements in the leadership’s strategy for 
retaining power. The link between the PLA’s development strategy 
and the motivational aspects of the rules of the system is considered 
in Chapter S. 

It has already been suggested that PLA ideology has been to follow 
strictly the guidelines of Economic Problems of Socialism in the USSR, 
and it may be concluded that, with the exception of the above- 
mentioned misunderstanding with respect to financial control, this has 
been consistently reflected by Albanian practice in developing the 
planning and management system. On the other hand, the ideological 
campaigns following the March 1966 ‘Open Letter’ may have contribu- 
ted to the leakage of economic decision-making power into the 
enterprise which became apparent by 1968. However, the apparent 
reversal of this tendency in 1970, without seemingly weakening the 
campaigns, suggests that the campaigns were not, per se, contrary to 
Stalinist requirements. Indeed, to the extent that PLA influence over 
the economy has been extended by the changes in the system since 
1965, it may even be argued that the PLA leadership has devised a set 
of system rules more Stalinist than those of the classical Soviet model. 
Indeed, it might also be argued that the apparent withdrawal of the 
‘redness’ factor in the location of Chinese planning decisions in the 
middle of 1977, while it remains a priority in Albania, has contributed 
towards the deterioration of relations between Tirana and Peking. 

At no stage has the notion that economic decision-making should 
be decentralized to the enterprise —in the manner of other East 
European reforms — been entertained in public, although Enver Hoxha, 
in his report to the Seventh Congress of the PLA in November 1976, 
accused former State Planning Commission Chairman Abdyl Kéllezi 
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of striving 


in every way to distort the principles of our socialist planning, in order 
to divest it of its socialist content and to set our economy on the road 
to revisionist self-management. This hostile, anti-Marxist activity was 
severely and strongly dealt with by the party and prevented from 
finding any field in which it could operate.° 


The discussion of Albanian industrial development during the Fifth 
Five-year Plan — in the next chapter — suggests that the dismissal of 
Kéllezi and others was probably due more to disagreement over the 
content of the plans than to conflict about the loci of economic 
decision-making. However, if a suggestion to decentralize economic 
decision-making really was a major factor in the purging of Kellezi, then 
it can be concluded that the Albanian economic system will not see any 
reforms of the type initiated elsewhere in Eastern Europe while Enver 
Hoxha remains First Secretary of the PLA. 


CHAPTER 3 
ALBANIAN INDUSTRIAL DEVELOPMENT, 1945-1977 


The establishment of a set of system rules that limits the extent of 
enterprise decision-making to attempts at mass mobilization should in 
principle enable the central planners to determine the pattern of 
economic development by allocating resources in accordance with their 
preferences. The nature of those allocation decisions, particularly 
within the industrial sector, is the subject of this chapter. 


THE STALINIST DEVELOPMENT STRATEGY 


The most succinct formulation of the Stalinist development strategy is 
to be found in Stalin’s Economic Problems of Socialism in the USSR. 
Here, Stalin provides two important ‘laws’ to guide industrialization 
policy. The first of these, called the ‘basic economic law of socialism’, 
is formulated as ‘the securing of the maximum satisfaction of the 
constantly rising material and cultural requirements of the whole of 
society through the continuous expansion and perfection of socialist 
production on the basis of higher techniques’.' 

The second law forms part of Stalin’s preconditions for the tran- 
sition to communism: 


It is necessary ... to ensure ... a continuous expansion of all social 
production, with a relatively higher rate of expansion of the production 
of means of production. The relatively higher rate of expansion of 
production of the means of production is necessary not only because 
it has to provide the equipment both for its own plants and for all 
other branches of the economy, but also because reproduction on an 
extended scale becomes altogether impossible without it.” 


For Albanian political economy, the ‘basic economic law’ represents 
both the goal of socialist production and the means for its attainment. 
The ‘goal-means scheme ... expresses the two parts in the dialectical 
unity of the basic economic law of socialism’.? It is argued that, the 
greater the volume of production at low cost and high quality and the 
higher the rate of growth of total output, the better will the needs of 
the population be satisfied. A precise definition of ‘higher techniques’ 
follows only from the discussion of the second major development law: 
‘The operation of the law of priority growth of production of the 
means of production springs directly from the need continually to 
perfect techniques and systematically to increase the productivity of 
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social labour.”* 

It is explained that the productivity of social labour will rise only as 
the proportion of living to embodied labour involved in the production 
of each unit of output falls. In other words, techniques are perfected by 
introducing labour-saving innovations; in the long term the capital— 
labour ratio must rise. 

In the industrial sector, the ‘priority law’ requires the rate of growth 
of output of group A to be higher than that of group B. However, as 
Peter Wiles has noted, this does not correspond exactly with the 
notions of investment goods and consumption goods.* Thus, while 
group B is the set of all consumer goods produced by the industrial 
sector, group A output includes not only capital goods but also all 
intermediate production. Thus, if by ‘reproduction on an extended 
scale’ Stalin means an acceleration of growth, group A production 
‘must plainly increase faster than the rest simply because it must 
increase first’.© On the other hand, as Wiles has also pointed out, the 
priority law does not hold under all possible assumptions. However, 
the Albanians simply accept the law without question, adding one 
further possible misinterpretation: namely, that giving priority to group 
A implies priority for heavy industry — and this is almost certainly a 
borrowing from Stalinist practice. However, provided that a feasible 
development strategy is implied by the Albanian interpretation of 
Stalin’s laws, it does not, perhaps, matter very much whether economic 
growth could be achieved in other ways or even whether Stalin mis- 
interpreted his own laws. 

One may apply several empirical tests to see whether the facts of 
Albania’s economic development are consistent with the apparent 
requirements and goals of a Stalinist development strategy. First, it is 
necessary that the capital—labour ratio be rising. There have been no 
official estimates of the Albanian capital—labour ratio published; 
however, on the basis of available statistics it is possible to obtain a 
sufficiently reasonable estimate of the changing ratio for the industrial 
sector. In agriculture, with increasing levels of mechanization and a 
sharply falling population relative to other sectors, the ratio may 
reasonably be assumed to have risen over the past thirty years. 

Table 3.1 gives estimates of the rise of labour productivity in 
industry. What changes in the capital—labour ratio can be reasonably 
supposed to underlie this rise in labour productivity? It has been argued 
that, ‘in a fast-growing economy such as the Soviet Union, [current 
provisions for depreciation based on a straight-line principle] seriously 
over-estimate retirements, and gross investment is a far better approxi- 
mation to new investment than is net investment’.” Thus, according to 
calculations made by Domar, 
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in an economy with a constant rate of growth of 10 per cent per 
annum and a stock of capital which needs to be replaced every 30 
years, if all machinery is replaced at the appointed time, 95 per cent of 
gross investment will be new investment — that is, will represent 
increases in capacity. In an economy with a rate of growth of 3 per cent 
per annum and the same average length of life of assets, only 63 per 
cent of gross investment will represent increases in capacity. 


TABLE 3.1 Output and productivity in industry 
1950 1955 1960 1963 1970 1973 1975 


Global industrial 
product (million 


leks in 1971 

prices) 461 1,275 2,781 3,385 7,104 9,608 10,798 
Industrial labour 

force 16,337 28,964 48,074 66,941 106,223 121,602 133,437 


Labour productiv- 
ity (leks/man) 28,219 44,020 57,848 50,567 66,878 79,012 80,992 


Source: see Appendix C. 


Thus, in the Albanian case, where the rate of growth of industrial 
output has averaged well over 10 per cent per annum since 1950, it 
seems reasonable to measure increases in the capital stock by gross 
investment. Further, assuming that half of all investment between 1945 
and 1950 was in industry, and that the size of the industrial capital 
stock in 1945 was negligible, an approximate value for the industrial 
capital stock for 1950 of 411 million lek at 1971 prices is obtained. 
Given the rapid rate of growth of the capital stock since 1950 and its 
small size at the time, the errors involved in the above assumptions 
are unlikely to distort the direction of the actual change in the capital— 
labour ratio or, probably, even to greatly exaggerate its scale. The 
results of the calculation are shown in Table 3.2, and leave no doubt 


TABLE 3.2 Industrial capital stock 
1950 1955 1960 1963 1970 1973 1975 


Industrial capital 

stock (million 

leks at 1971 

prices) 411 1,589 3,507 4,678 10,858 14,598 17,057 
Capital-labour ratio 

(000 leks/man) 25 55 73 70 102 120 128 
Capital—output 

ratio 0.89 1.25 1.26 1.38 1.53 1.52 1.58 


Source. see Appendix C. 
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about there being an increase in the industrial capital—labour ratio 
over twenty-five years.” 

Two tests of consistency with the Stalinist development strategy 
remain. First, the priority law requires that group A production be 
growing faster than group B; and, second, the share of heavy industry in 
global industrial production must be increasing over time. Heavy 
industry is here taken, in the Albanian context, to include the following 
branches: oil, coal, chrome, copper, ferro-nickel, electric energy, engin- 
eering, chemicals, and construction materials. The rising share of 
heavy industrial output in gross industrial product for various years is 
shown in Table 3.3. 


TABLE 3.3 Share of heavy industry in global industrial output at 


1971 prices 
1938 1950 1965 1970 1973 
% % % % % 
19. 20. 26. 38. 40. 


Source: 30 vjet Shqiperi socialiste (hereafter, 30 vjer) Tirana, 1974, p. 65. 


Before the Second World War, Albania was the most backward 
country in Europe, with a per capita industrial production of about $8 
a year. There were only 150 industrial enterprises in the country, and 
of these almost half employed fewer than ten workers. The contri- 
bution of industrial production to net material product was only about 
4% per cent in 1938. Wartime damage to the infrastructure (roads, 
bridges, and dwellings) was heavy, but raw materials production 
capacity was enlarged: output of oil and chrome increased, and the 
extraction of natural gas, copper, iron, and manganese was begun. 
Consequently, when the PLA-—or, as it was then known, the 
Communist Party of Albania — came to power it saw the establishment 
of manufacturing industry as the key to the modernization of the 
Albanian economy. The PLA’s ideology of industrialization was fully 
in accord with the prevailing Marxist—Leninist doctrine that socialism 
can not be built without a strong industrial sector, and that this must 
be developed as rapidly as possible. Thus, at the first Congress of the 
CPA, which was held in November 1948, it was decided that the 
Party’s 


fundamental economic objective was to raise the country from its 
profound backwardness, through a vigorous development of the forces 
of production. 

The essence of this task was the socialist industrialization, and the 
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electrification, of the country. The absolute necessity for industrial- 
ization was dictated by the need to create an entirely new material— 
technical base for the people’s economy... . Socialist industrialization 
had to be carried out at a rapid rate, within the shortest possible time 
so as to overcome the backwardness inherited from the past, to ensure 
the independent development of the economy, and to achieve an 
appreciable rise in the material and cultural level of the working masses. ! © 


The PLA leadership had, even earlier, turned its attention to the 
need for foreign aid in implementing its industrialization strategy. In 
his report to the Fourth Plenum of the PLA Central Committee on 
17 October 1945, Enver Hoxha noted that both Yugoslavia and the 
Soviet Union had agreed to provide Albania with credit, but warned 
against the danger of failure to pay back the loans at the agreed time: 
‘If we do not improve the economic sector, our obligations to our 
people and to the states with which we have entered trade agreements 
will cause us to become politically dependent. We should not forget 
this: we have had a bitter past."!! Further on, the report refers to 
Albania’s oil deposits, and planned Soviet assistance in their exploit- 
ation: ‘oil is our main resource, and interests everybody. Of course, in 
this vital sector we will rely on the help of the Soviet Union, but we 
will consider the interest of our country first.’ 

Thus, Enver Hoxha’s preference for political independence in the 
matter of economic development had been made clear. However, the 
PLA leadership was divided on the development issue, as is indicated 
by the relationship that developed between Albania and Yugoslavia 
and the signing of an agreement in November 1946 which would have 
effectively incorporated the Albanian economy into the Yugoslav 
Federation. But when the split between Belgrade and Moscow became 
clear in 1948, Hoxha was able to use Stalin’s hatred of Tito to assist 
him in purging the pro- Yugoslav wing of the PLA, led by Kogi Xoxe. 

As Table 3.4 below shows, aid received by Albania may be estimated 
at 147.5 million new leks over the years 1945—8;'? some of this came 
from UNRRA — $23.6 million, of which the United States provided 
$20.4 million’? — but the larger part was provided by Yugoslavia. 
Although the aid is measured as a surplus of Yugoslav deliveries over 
imports, Hoxha argued in October 1948 that in fact the aid had come 
via Yugoslavia from the Soviet Union. He gave his sources as Molotov 
and Stalin: ‘When it came to economic matters, Molotov said, “the 
Soviet Union will unsparingly help the Albanian people to rebuild their 
economy, but this help will be given through Yugoslavia, purely for 
reasons of foreign policy”. Comrade Stalin repeated this to us when we 
went to Moscow.”! 

It is clear that, from Hoxha’s viewpoint, close economic ties with 
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TABLE 3.4 Total Albanian trade at 1971 domestic prices 


(millions of leks} 
Albanian exports Albanian imports Trade deficit 
1945 2 7 5 
1946 75 8 0.5 
1947 19 121 102 
1948 33 73 40 
1949 24 52 28 
1950 26 88 62 
1951 37 159 122 
1952 53 128 15 
1953 45 161 116 
1954 41 104 63 
1955 52 172 120 
1956 75 156 81 
1957 117 214 97 
1958 117 315 198 
1959 136 342 206 
1960 212 353 141 
1961 211 314 103 
1962 178 281 103 
1963 209 308 99 
1964 256 422 166 
1965 270 469 199 
1966 303 512 209 
1967 317 $23 206 
1968 360 535 175 
1969 368 661 293 
1970 431 687 256 


Source: See Appendix C. 


Yugoslavia were incompatible with his development strategy for 
Albania, and the Albanian economy came to rely mainly on the Soviet 
Union and other members of Comecon for aid after 1948. 


THE ALBANIAN EXPERIENCE, 1951-1965 


The PLA at its Second Congress had set ambitious targets for the First 
Five-year Plan (1951—5). The average annual rate of growth of total 
industrial production was planned to be 27.7 per cent, comprising an 
increase in the production of the means of production of 31 per cent 
per annum, and an average annual increase of 26.5 per cent in the 
output of consumer goods. The priority sectors were mining and the 
food and light industries, Albania’s rich mineral reserves accounting for 
the huge projected increases in producer goods output. 

At the Fifth Plenum of the Central Committee of the PLA convened 
on 1 March 1953, several days after Stalin’s death — it was disclosed 
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that the economic plan for 1952 had only been ‘realized in general’. 
The greatest failures occured in agriculture, and as the planned 
increases in agricultural activity had not been forthcoming, raw 
materials required for the industrial sector were in short supply, with 
consequent implications for the output of consumer goods in particu- 
lar. Under these circumstances, the decision of the Fifth Plenum to 
increase plan targets for 1953 was surprising. On the other hand, it 
must be recalled that the plans of other Comecon countries were also 
revised upwards as a consequence of a meeting of party leaders at 
Hollohaza, and even though Albania’s First Five-year Plan targets had 
not been ratified until March 1952, it remains possible that subsequent 
upward revisions were a result of further Soviet pressure. 

Enver Hoxha has argued’ * that, with the death of Stalin, the Soviet 
leadership began to apply pressure on the Albanians to reduce their 
emphasis on industrialization and devote more attention to the develop- 
ment of agriculture. Of particular interest are Malenkov’s and 
Mikoyan’s alleged statements on the state of Albanian agriculture: 


‘Your peasants are short of food, have no oxen, have no flocks, have 
not even a chicken (only they know how they had counted the 
chickens of Albania!), let alone other things of prime necessity ....’ 
‘Your economic situation is bad; your agriculture is in a miserable state; 
you have less livestock than before the war; you import 20 per cent of 
your bread grain; the collectivization is proceeding slowly; the 
peasantry is not convinced about the collectivization. You are ex- 
ploiting the peasants. Financial matters are going badly with you. You 
do not know how to conduct trade,’ the Armenian prattled.! 7 


Hoxha’s sarcasm notwithstanding, he makes no attempt at a specific 
refutation of these criticisms. 

While Soviet pressure was probably influential in soon changing 
Albanian economic policy, a realignment of planning priorities in 
favour of agriculture and consumption was probably inevitable at this 
time. Ideologically inspired plans would have little meaning if they 
could not be fulfilled and would ultimately have been damaging, by 
prolonging the vicious circle of shortages into which the Albanian 
economy had been plunged. A reduced emphasis on industrialization 
was heralded at the Eighth Plenum of the Central Committee of the 
PLA on 24 December 1953. In his report to the plenum of the Central 
Committee of the PLA on 24 December 1953, Hoxha stated that, of 
the 14,330 million (old) leks invested in construction during the plan 
period so far, only 2,534 million leks had been allocated for agricultural 
projects. He further noted that, for the 1951—5 period as a whole, 
failure to design projects properly had led to an underestimation of the 
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cost by 14,000 million leks. His awareness of the inflationary pressures 
resulting from the disproportionate development implied by the plan 
is made clear in the following passage from the report: 


The large number of workers, averaging nearly 26,000 a year, needed 
for our investments, the large quantities of materials used in construc- 
tion and in the feeding and clothing of the workers and their families, 
have reduced the quantities of consumer goods on the market, while 
the circulation of money has been increased and the necessary man- 
power for agriculture has been reduced.!” 


Following a discussion of the failure of various sectors to meet their 
plans, Hoxha noted the adverse implications of the economic situation 
for Albania’s balance of payments and announced several changes in 
the targets of the Five-year Plan. The distribution of investment was 
altered so that the major part was now to go to agriculture and more 
than before to the consumer goods branches. The time horizon for the 
construction of some projects was extended, while other planned 
projects were cancelled; the arrears of delivery quotas for grain and 
other agricultural products for the period 1949—52 were cancelled; the 
tax burden on the agricultural community was lightened; and retail 
prices of domestically produced farm implements were decreased. 
Further, it was decided that the number of employees in the state 
apparatus would be reduced and that the 300 state enterprises and 17 
central directorates in existence at the time would be amalgamated into 
171 enterprises with no central! directorates. 

Given the irrationality of the pre-1954 targets for industrial 
production, it is perhaps a reflection of the relative success of the 
December 1953 measures that over the five-year period 1951—S global 
industrial production was reported to have increased at an average 
annual rate of 22.8 per cent, as against the 27.7 per cent originally 
planned, while the annual rate of growth of consumer goods output, 
at 24.3 per cent, exceeded the 20.7 per cent average annual increase in 
producer goods production.' 8 

Thus, if one looks at reported actual developments in relation to 
the Stalinist development rules, although the capital—labour ratio more 
than doubled (Table 3.2), thanks partly to imports of equipment, the 
rate of growth of group B output was greater than that of group A. 
Further, the share of heavy industrial output in global industrial 
production fell by 10 per cent.’? In other words the backward nature 
of the Albanian economy did not permit a rapid expansion of heavy 
industry at the expense of the agricultural sector. On the other hand, 
the realignment of investment priorities in 1953, combined with a 
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rapid rate of economic growth, provided the basis on which later 
five-year-plans could build in accordance with the Stalinist strategy. 

The major directives of the Second Five-year Plan (1956—60) 
approved at the Third Congress of the PLA were modest compared 
with those of the First Five-year Plan, although it was again intended 
that group A production would increase at a somewhat more rapid 
rate than the production of consumer goods. Thus, global industrial 
production was to increase at an average annual rate of 14 per cent, 
14.8 per cent by group A and 13.5 per cent by group B. 

In direct contrast to the first two years of the First Five-year Plan, 
1956 and, particularly, 1957 were good years for the Albanian 
economy. In the latter year, global industrial production rose by 26 
per cent and global agricultural production by 15 per cent. There was 
then an upward revision of plan targets in February 1958, possibly 
based on these successes, though the official reason was the discovery 
of ‘internal accumulation and reserves’. Thus, the target for the average 
annual rate of growth of global industrial output was raised from 14 
to 17.5 per cent over the five-year period, the new rates for group A 
and group B becoming, respectively, 20 and 15.8 per cent. 

In his address to the Fourth Congress of the PLA, it is not surprising 
that Mehmet Shehu compared the results of the Second Five-year 
Plan with the targets set by the Third Congress, for, while these were 
largely over-fulfilled, the levels anticipated in 1958 were not attained. 
Global industrial production had in fact increased at an average annual 
rate of nearly 17 per cent, output of means of production 18 per cent, 
and consumer goods output 16 per cent.?° Although the share of heavy 
industrial output in the total was only 4.7 per cent higher than it had 
been in 1950, this represented an increase in the volume of output of 
heavy industry of over 16 per cent a year over the five years since 
1955.7! Finally, the capital—labour ratio had risen further by 33 per 
cent over the five year period. 

In many respects, the Albanian Second Five-year Plan represented a 
victory for the Stalinist development strategy. During the early 1950s 
it had become clear that, while the ideology recognizes no limitations 
on the rate of industrial growth, even large free gifts of foreign plant 
and equipment are of little immediate use if the basic sectors including 
domestic agriculture do not provide the raw materials for industry. To a 
certain extent, the PLA appears to have realized this when it set the 
more modest targets in 1956; and, although revolutionary enthusiasm 
seemed to take over again briefly in 1958, the fact that the achieve- 
ments of the plan were midway between the original and the revised 
targets suggests that they were around the upper limits set by the 
possibilities of the Albanian economy. 
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By February 1961, when the Fourth Congress convened, Albanian 
relations with the Soviet Union had deteriorated almost to the point 
of rupture. The conflict between Albania and the Soviet Union had 
become public in 1960 at the Peking meeting of the World Federation 
of Trade Unions, when, for the first time, Albania openly supported 
China in its arguments against the Soviet Union; though diplomatic 
relations between the Soviet Union and Albania were not finally 
severed until 3 December 1961. In the intervening period, credits of 
about $132 million which had been promised to Albania for the Third 
Five-year Plan by Comecon members were cancelled, Soviet experts 
left Albania, the Soviet naval base at Vlore was dismantled, and China 
provided $123 million in grant-aid and credits to replace those with- 
drawn by the Soviet Union and its allies. 

Several factors that probably determined the direction of Albanian 
involvement in the Sino-Soviet dispute may be noted. It is clear that 
the Albanian leadership was disturbed by Khrushchev’s denunciation 
of Stalin, Hoxha believing that the framework established by Stalin for 
socialist construction represented the only valid Marxist—Leninist line. 
The Soviet rapprochement with Yugoslavia in the late 1950s may have 
appeared to Tirana to pose a threat to Albanian independence, and 
Hoxha had already demonstrated his nationalistic tendencies in the 
dispute with Xoxe and Tito. In addition to these more compelling 
reasons to choose alliance with China, the PLA leadership’s desire for 
independence in determining development policy would undoubtedly 
be more easily reconciled with alliance with China than the USSR, 
and Soviet ideas of ‘integration’ through Comecon. Further, while 
China could scarcely be expected to be as lavish with aid as the Soviet 
Union had been, the small size of the Albanian economy made it likely 
that the drain on China’s resources of aid that was significant to 
Albania would be small in Chinese eyes. Further, it was not unlikely that 
China would provide more heavy industrial plant than the Soviet Union 
had wished to do (see below). 

There can be no doubt that Albania’s decision to break with the 
Soviet Union meant that Albania would be turning her back on — so 
far — consistently high levels of aid from Comecon. The reasons for 
Comecon’s persistent generosity in the face of a high probability that 
the debt would turn bad are unknown, and Wiles’s conclusion that 
‘Albania’s performance can only be described as a remarkable diplo- 
matic achievement’?? would be hard to dispute. The scale of aid may 
be approximately indicated by Albania’s foreign trade deficit, and this 
deficit had accumulated rapidly (see Table 3.4). Given the relative 
insignificance of invisibles, it seems reasonable to use the visible balance 
of payments deficit as a surrogate for economic aid. Table 3.4 shows 
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that aid to Albania fell from 116 million leks in 1953 to 63 million leks 
in the following year. Hoxha’s memoirs give the impression that the 
Soviet leadership used dissatisfaction with Albania’s development 
strategy to reduce the level of aid requested by Tirana: 


For several days on end we battled with Mikoyan, who set to work 
with his pruning shears. In order to reject our requests for the develop- 
ment of industry, which were modest enough, but on which we 
insisted, he and his comrades, as usual, repeated the same old refrain: 
‘Why do you need industry? Don’t you see the state of your country- 
side?’ 


On the other hand, following these initial difficulties with the post- 
Stalin regime in Moscow, aid flowed to Albania with renewed vigour. 
Thus, whereas the Albanian cumulative trade deficit was 545 million 
leks for the years 1947—53, for the shorter period 1954—9 it was 
significantly greater, at 765 million leks. Albania was released from 
repayment of all its debts to the Soviet Union in April 1957, and a 
further credit of 300 million roubles was offered for the Third Five- 
year Plan.?* But when relations between Albania and the Soviet Union 
deteriorated this offer was withdrawn, and all trade between the two 
countries ceased after 1961. 

Some impression of the influence of Comecon aid on Albanian 
industrial development may be gained from a consideration of the 
number and nature of new industrial enterprises commissioned in 
Albania between 1947 and 1961, all of which must have depended 
upon imported equipment. Of 37 new enterprises, 8 belonged to 
branches of mining and heavy industry, while the remainder were in 
the light or food industry branches.2* This is consistent with the 
tendency for Comecon to stress the Albanian potential to supply 
agricultural products to the rest of the area; but the composition of 
aid may have been less than ideal from an Albanian viewpoint. The 
PLA leadership may have felt qualms, similar to those later given 
vigorous expression by Romania, that the country was being designated 
as a source of primary products for the Comecon area. 

Finally, it may be noted that, from a purely political standpoint, the 
popularity of the Albanian regime might well be raised by appeals to 
anti-Slav feelings among the population; and the fact that the PLA 
had come to power without direct Soviet intervention suggested that 
Soviet influence in the country would not be necessary to keep the 
party in power. There is even evidence to suggest that the reverse 
might be true of Hoxha’s own ability to retain power. According to 
Pano, the ‘Soviets ... appear to have been involved in the preparation 
of an armed uprising by disaffected elements within Albania.’?° 
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The Fourth Congress had ratified a planned increase in global 
industrial production of 52 per cent over the period of the Third 
Five-year Plan (1961—5), group A output being planned to increase 
by 54 per cent and group B output by 50 per cent.2” But when it 
became clear that the Soviet Union would rescind all projected credits, 
the PLA convened a Plenum of its Central Committee which, on 1 July 
1961, issued a decision entitled ‘On measures which must be taken for 
the further strengthening of the regime of the economy’. The essence 
of this document was an appeal to all Albanians to economize wherever 
possible: ministries were asked to make sure that unplanned losses 
within enterprises did not occur; workers were exhorted to use their 
equipment with the utmost care and to think of ways in which the 
return on capital might be raised in production. It was stressed that the 
volume of exports would have to rise if Albania were to be able to buy 
the machines and equipment that it needed from abroad. This was 
probably the first statement issued by the PLA that indicated an aware- 
ness that the economic situation was going to be affected by the change 
in alliance from the Soviet Union to China. It has been claimed that, as 
a consequence of cost reduction methods employed in 1961, 1,700 
million leks were saved; and this figure represents 6 per cent of the 
state budget for 1961.78 The year’s plan for global industrial pro- 
duction was over-fulfilled by 5 per cent, and gross agricultural out- 
put rose by 22 per cent over that of 1960 — which had, however, been 
a rather bad year.?? 

External pressure on the Albanian economy increased in 1962, when 
several Eastern European states cancelled promised credits. Imports 
were cut back during 1961—3 and the trade deficit fell to only about 
half its earlier — peak — level (see Table 3.4). However, it seems that 
the major problems faced by the Albanian economy resulted not only 
from cut-backs in foreign credits, and therefore in ‘free’ imports of 
goods, but also from an inability to generate sufficient ‘disembodied 
technical progress’, for no country in Europe had fewer experts than 
Albania in 1962. Moreover, the massive education drive undertaken 
after the Second World War was severely hampered when Albanian 
students in Comecon countries were forced to return home, their 
scholarships rescinded. There was little doubt that Chinese experts 
would be made available to replace the Soviet advisors, but the 
problems caused in China by the ‘Great Leap Forward’ cannot have 
helped in this context. 

More significantly, however, the change from Soviet to Chinese 
technology meant that any projects left unfinished in 1961 would take 
longer to complete than had been planned. Of the nine major construc- 
tion projects completed in 1961, only one, a briquette factory, actually 
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contributed an increase in industrial capacity. In 1962, only 6 of the 
23 largest new construction projects reported as completed could be 
said to contribute to the Albanian industrial capital stock. It was not 
until 1965 that industrial enterprises comprised the majority of new 
projects commissioned. 

The estimates of the capital—labour ratio in Albanian industry 
(Table 3.2) provide further evidence of the difficulties faced by the 
economy in introducing new equipment and new technology during 
the Third Five-year Plan: the ratio actually fell between 1960 and 
1963. It is not possible to determine with accuracy at what point 
the capital—labour ratio began to increase again, as the labour pro- 
ductivity changes required to calculate the industrial labour force 
for any time between 1963 and 1970 have not been published. Nor 
is it surprising that the change in industrial labour productivity over 
the period of the Third Five-year Plan has not been published, since 
a fall in labour productivity is ideologically inconceivable in a Stalinist 
economy.?° A fall of some 12% per cent in industrial labour pro- 
ductivity between 1960 and 1963, followed by an increase in global 
industrial production of only 14 per cent over the two years 1964— 
5, means that it is most unlikely that there was any increase in labour 
productivity in industry over the Five-year Plan period. It must remain 
a question whether the fall, or medium-term stagnation, of labour 
productivity and the reduction in the industrial capital—labour ratio 
reflected not only a hiatus in industrial investment and the ‘normal’ 
drift of labour from agriculture to industry, but also a deliberate 
further shift of labour from agriculture to industry in an attempt to 
compensate for the reduction in the flow of new foreign capital. 

In aggregate terms, the Third Five-year Plan was a failure. The 
continuing priority for industry may be judged by the 97 per cent 
fulfilment of industrial targets under the Plan, implying a 50 per cent 
rise in global industrial output, with global agricultural output 
increasing by a mere 22 per cent over the period (the plan having called 
for an increase of 72 per cent).>! The increase in real income of the 
population also fell short of the plan target. Notwithstanding Albanian 
industry’s failure to meet all its targets, however, the detailed evidence 
indicates a remarkable advance in industrial production, given a good 
start by the 22 per cent rise in agricultural output in the one year, 
1961. This was particularly important in the ‘autarkic’ conditions of 
the Albanian economy after the break with the Soviet Union, when 
agriculture had to supply an even greater proportion of the inputs to 
industry than had been the case in the past. Just as the negative 
experience of the First Five-year Plan revealed the difficulties involved 
in applying the Stalinist development strategy to a developing economy 
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with a backward agricultural sector, so did experience under the Third 
Five-year Plan underline Albania’s heavy dependence on foreign aid if 
rapid growth of industrial capacity and labour productivity was to be 
achieved. 

In general terms, one can characterize the period up to 1965 as one 
of rapid but erratic growth for the Albanian economy. All three Five- 
year Plans were revised in midstream as a consequence either of 
external factors or of realization that the original plan had been too 
ambitious. Industrial development was similarly rapid but erratic, and 
although high growth rates were achieved in all sectors, the weight of 
heavy industry output in the total did not change significantly between 
1950 and 1965 (see Table 3.3). 

Several reasons may be advanced for the failure of the Albanian 
government to achieve, up to 1965S, its stated aim of heavy industrializ- 
ation at all costs. First, it has already been suggested that Soviet plant 
and equipment installed in Albania may have contributed to the 
development of food processing, light industry, and some extractive 
industries rather than to mineral processing or capital goods manufac- 
turing. Secondly, although Albanian leaders and economists stressed — 
and continue to stress — the need to develop heavy industry at a more 
rapid rate than any other sector throughout the period of socialist 
construction, a specific sectoral strategy for implementing this goal 
was never actually put forward. Third, the chronic lack of expert 
managers and technicians, and of skilled workers, meant that it would 
be easier to achieve significant expansion in those areas of industry — 
such as food-processing and handicrafts — that had always existed in 
Albania and did not demand the manipulation of modern technology. 

Finally, it seems reasonable to argue that the failure of the heavy 
industrialization programme made the Albanian leadership aware that 
acceptance of the ‘law of priority of the production of the means of 
production’ may be a statement of an economic goal, but certainly does 
not represent a precise development strategy. The strategy implied by 
the ‘scientific—technical revolution’, which was launched in 1967, was 
arguably the first attempt made by the PLA to differentiate between 
the various branches of heavy industry, recognizing the importance of 
the Albanian economy’s resource endowment. 


THE SCIENTIFIC-TECHNICAL REVOLUTION AND SELF-RELIANCE 


The third Plenum of the Central Committee of the PLA was convened 
on 13 October 1967. The speakers at the Plenum stressed the import- 
ance of a thorough reorganization of the engineering industry, 
conceding that earlier attempts had failed (see below), and outlined, for 
the first time, a fairly precise development strategy for Albanian 
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industry. Albania’s conflicts with first Yugoslavia and then the Soviet 
Union were cited as important reasons why the PLA should make every 
attempt to ensure that Albania’s economic development took place 
with the greatest possible reliance on the country’s natural resources, 
and that the Albanian economy should one day be ‘self-sufficient’. 
There seems little doubt that Albania’s natural resource endowment 
was a crucial factor in convincing the PLA leadership that “economic 
independence’ within a relatively short period was a real possibility. It 
was decided that three branches of industry should be given priority, 
and developed as rapidly as possible: the electrical, chemical, and 
engineering industries. 

The decision to use electricity as the economy’s major source of 
energy was determined by the fact that Albania is a mountainous 
country with many rivers, providing an ideal basis for hydroelectric 
sites. Thus, while the construction of power stations involves high 
initial investment, running costs are low, and a large proportion of the 
construction costs would probably be borne by China. Further, the use 
of electricity would allow Albania to develop oil production, largely for 
export, thus potentially covering the running costs of the electricity 
branch out of foreign exchange earnings. Finally, the plan to provide 
every Albanian village with electricity —a goal achieved in 1971 — 
provided the PLA with a focal point for mass mobilization drives, and 
echoed Lenin’s stress on electrification in the Soviet Union. 

The importance of the chemical industry in the ‘scientific—technical 
revolution’ is also related to natural resource endowments. The 
extraction and processing of minerals for final use, both domestically 
and for export, requires the application of chemical-intensive tech- 
nology, the chemical inputs often being available as part of the same 
resource base. Thus, as in the case for electricity, once the initial 
investment required for the construction of the relevant plants has 
been financed — again, using aid from China — the processes can be 
maintained very largely from domestic resources. The potential cost 
saving for industry promised by the use of organic synthetics, such as 
plastics, also provided an incentive to develop a strong chemical 
industry. 

From the viewpoint of comparative advantage, the development of 
electric power and the chemical industry in Albania might arguably be 
justified — although the PLA was clearly not concerned with trade as 
a means of ensuring economic efficiency, since the drive for economic 
independence was seen as necessitating high priority also for an 
industry unlikely to be yet well suited to the conditions of the 
Albanian economy. But the motivation for giving the engineering 
industry priority is clear; if Albania could produce all the spare parts 
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needed to service her current capital stock and, eventually, could 
produce the majority of additions to that stock, a large step towards 
‘economic independence’ could have been taken. Self-sufficiency in 
agricultural products has always been a goal of the Albanian authorities, 
and even here the development of the engineering industry could be 
seen as a necessary contribution to raising the low level of productivity 
of farm labour and land. 

It should be noted that the Albanian notion of self-sufficiency for 
the engineering industry implies heavy reliance on existing levels of 
technology. While information on world advances in scientific research 
might well become known to Albanian planners, the insistence that 
such advances should be incorporated into new plant using largely 
domestically available labour, production facilities, and expertise seems 
unrealistic (see below). 


THE ALBANIAN ENGINEERING INDUSTRY 


Towards the end of 1965, articles in the Albanian press began urging 
the engineering industry to increase the quantity and quality of its 
production by concentrating its capital stock and specializing its 
production, to make gains from economies of scale, and by developing 
such links as were possible between enterprises in the industry to 
facilitate co-operation in production. Although there is no evidence 
that any measures were taken at the time — and there may well have 
been some contrary developments, judging by the events of 1967 — the 
tactics of concentration, specialization, and co-operation were to prove 
important weapons in the attempted implementation of the ‘scientific— 
technical revolution’. 

The Albanian engineering industry is concerned with the production 
and repair of machine spare parts, various tools and equipment, and 
some consumer goods. In 1967 40 per cent of its output came from 
Tirana and the industry employed about 12,000 people. This then 
represented about 12 per cent of total employment in industry in 
Albania. The industry shared many of the problems common to the rest 
of the economy, such as emphasis on global indicators at the expense 
of assortment, considerable waste of resources, delays in obtaining 
inputs, and generally poor co-ordination of the production process. 
Technical inefficiency was a major problem. Thus, the quality of 
output was prejudiced from the beginning by the fact that poor-quality 
raw materials or, what is perhaps worse, steel of indeterminate quality 
(i.e., steel the quality of which has not been documented) was provided 
to the enterprise. Then, frequently the majority of the production 
processes of the enterprise had not been set out in detailed technologi- 
cal charts, but goods were produced with reference to an existing 
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sample. Under these circumstances, it was almost impossible to ensure 
the standardization of output. Some measure of the extent of this 
particular problem is given by the fact that, of the 330 items produced 
in quantities greater than 100 units per year at one of the largest plants 
in Tirana, operational — or even pending — technological charts and 
accurate drawings of the final products existed for only 35, and when 
the output was produced, very little of it underwent the thermal or 
galvanic processing necessary to increase its life. 

The uncoordinated nature of the engineering industry’s development 
prior to 1967 is indicated by the fact that the industry then consisted 
of three large enterprises in Tirana and a series of small workshops 
located throughout the country; their output was not highly special- 
ized, and production of enterprises under the control of the engineering 
sub-section of the Ministry of Industry and Mining represented only 61 
per cent of the total output of engineering products in 1966.3? 

Thus, the first element in the reorganization of the industry was 
the concentration of its capital stock — mainly metal-cutting machine 
tools — in a small number of enterprises to make gains from economies 
of scale. But the attempts to do this were apparently resisted by enter- 
prise directors, who allegedly wanted as many machines around them 
as possible, even if they were not in use, and — perhaps with some 
justification — feared ‘that, once the machine left the enterprise, no 
one would know what had happened to it’.?* However, following the 
Third Plenum, the concentration of metal-cutting equipment led to the 
establishment of several new enterprises and the expansion of some 
already in existence; and it was stated that, because machines that had 
previously been unused owing to the lack of qualified workers were 
reallocated more rationally, the capacity of the engineering industry 
was increased without significant additional investment or a reduction 
in the output of other sectors. 

The second feature of the reorganized engineering industry, which 
could come about only as a consequence of concentration, was special- 
ization of production. Attempts would be made to avoid ‘unnecessary 
duplication in production’, and to obtain the benefits of mass 
production wherever demand warranted it. The more common use of 
continuous production lines was expected to reduce costs owing to 
time lost in the setting up of machinery, or changing tools where 
production had previously been organized on a handicraft basis. 

Finally, it should be noted that specialization was to be applied only 
with care to the education of cadres. Thus, Gambeta?* notes the risk 
of producing ‘professional idiots’, and explains that both technical 
progress and socialism require ‘polytechnically trained’ cadres. 

The third step in the reorganization of the engineering industry 
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required increased co-operation between enterprises. This meant that, 
whenever certain goods could be produced with only capacity located 
in different enterprises, the relevant enterprises would enter into 
contractual agreements occupying a special place in the state plan. 
Thus, for example, a plant producing machinery may make arrange- 
ments for the use of thermal-processing or galvanizing equipment 
necessary for its production but available only at a nearby enterprise, 
which has the required equipment not operating at full capacity. 

Finally, the ‘scientific—technical revolution’ laid great stress on 
the maximum exploitation of capacity in the engineering industry. 
According to PLA Central Committee Secretary, Xhafer Spahiu, this 
could be achieved only if the ‘Party, Government and economic organs’ 
made particular note of the following: 


the maximum exploitation of inventoried machinery and mechanisms, 
because there are various enterprises which do not utilize all their 
available machinery; 

the elimination of bottlenecks through partial reconstruction of 
various lines, units, and machinery aggregates so as to harmonize the 
productive capacity of various technological processes within the 
enterprise; 

the improved utilization of calendar time, by increasing the amount 
of actual working time between repairs. To this end, three-shift working 
or repair squads should be tried, as well as the preparation in advance 
of those spare parts that are more often damaged; 

the reduction of construction time and the mastering of the 
productive capacity of new projects is also of great importance in this 
direction. 

In addition, other ways and possibilities should be found and 
studied, according to the concrete conditions in each and every enter- 
prise or branch of the economy.® 7 


Thus, the most important feature of the planned reorganization of 
the engineering industry was an attempt to increase technical efficiency 
and levels of output by concentration, specialization, and co-operation 
without a heavy investment programme; and this was expected to be 
possible because of the extent of under-utilization of capacity up to 
1967 owing to ad hoc allocation and lack of skilled workers. On the 
other hand, the engineering industry was not yet capable of producing 
sophisticated capital equipment, and had only one plant capable of 
producing spare parts (and other simple metal products). Thus, while 
the long-term aim of economic independence would be realized only 
through the import of more machinery than Albania could possibly 
finance from current exports, in the short term, it was decided to 
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attempt to become self-sufficient in spare parts production as a first 
step. 

The problem of integrating world advances in technology into 
Albanian production processes has already been mentioned. The 
‘scientific—technical revolution’ attempted to take it into account 
with a call for improvements in the organization of technological 
research in the country, particularly at enterprise level. Problems of 
technical progress are dealt with in enterprises by the enterprise’s 
technological and design bureau, and any laboratories under its 
jurisdiction. The working methods of the bureau of the Tractor Spare 
Parts Factory have been cited in the press as an example for all to 
follow. In this plant. 


the engineers, technicians, and workers of the technological and design 
bureau go down to the production units and consult with the produc- 
tion workers before starting to plan and to establish the production 
technology for any given part. Later on the planners follow up the 
application of the technological process decided upon throughout the 
experimental stage and also during the stage of actual production. In 
this way the engineers and other workers of the bureau are in continual 
touch with every phase of studying, planning and experimenting, and 
production. In addition to facilitating and speeding up planning and to 
avoiding or minimizing possible mistakes, this method of working also 
helps safeguard the cadres from the dangers of technocracy and helps to 
forge close links between planning and production workers and vice 
versa. This method also helps to raise the technical standard of the 
workers, thus implementing Comrade Enver’s teaching that ‘practice 
aids theory and theory aids and guides practice’.*° 


While the emphasis on expert—worker relations was not an essential 
part of the ‘scientific—technical revolution’, this quotation indicates the 
extent to which the ideological campaigns permeated the Albanian 
economic literature of the time. 

While the Albanian authorities were stressing the aims of ‘self- 
reliance’ and ‘economic independence’ which were to be promoted by 
the ‘scientific—technical revolution’ and, specifically, by reorganizing 
the capital goods industries and pursuing self-sufficiency in production 
of spare parts for capital equipment, both the physical capacity and the 
expertise necessary to produce industrial equipment were extremely 
limited in the mid-1960s — as, indeed, they still are today. If Stalin’s 
demand for the ‘perfection of socialist production on the basis of 
higher techniques’ was to be met over a reasonable time, by steadily 
raising the stock of capital available to each worker, imports of equip- 
ment would long remain essential and in the near future would exceed 
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what could be paid for by exports without depressing Albanian living 
standards — or even, probably, if such a sacrifice were to be made. 
There is, in fact, little doubt that the value of Chinese aid to Albania 
increased steadily between 1965 and 1973; but it is interesting to note 
that the Albanian press has never explicitly acknowledged this fact. 


THE PERFORMANCE OF THE PRIORITY INDUSTRIES 


Before considering the performance of Albanian industry as a whole 
since the call for a ‘scientific—technical revolution’, an examination of 
the performance of the three priority industries can highlight some of 
the predictable advantages and disadvantages of the Albanian develop- 
ment strategy. Some figures for the output of the electicity, chemical, 
and engineering industries are given in Tables 3.5 — 3.7. It is not 
surprising that the industry facing the most difficulties since 1967 has 
been the engineering industry, representing the most ambitious part of 
the industrialization programme. By 1973 the industry had raised the 
output of spare parts by 310 per cent over the 1965 level,?” and the 
ratio of domestic production to imports had risen as shown in Table 
3.8. Given that the engineering industry fulfilled its target of doubling 
output during the Fifth Five-year Plan period (1971—5), it is possible 
that the planned proportions in this table were met or even exceeded; 


TABLE 3.5 Production of electrical energy (million kwh) 


1938 1950 1960 1970 1973 


Total 9 21 200 943 1,603 
Hydro source 0 - 125 451 1,127 
Thermal source 9 ~_ 68 476 476 


Source: 30 vjet p.75. Discrepancies are those of the original table. 


TABLE 3.6 Chemical industry production 


1960 1965 1970 1973 


Total (million leks at 1971 prices) 14 36 251 326 
Phosphate fertilizer (000 tons) 0 0 110 110 
Nitrate fertilizer (000 tons) 0 0 716 106 
Calcium hydroxide (000 tons) 0 0 11 21 
Caustic soda (000 tons) 0 0 13 16 
Oil and enamel paints (000 tons) 0 0.5 1 2 


Source: 30 vjet. p. 85. 
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TABLE 3.7 Engineering industry production (million leks at 1971 


prices) 
1950 1960 1970 1973 
Total 19 103 688 1,239 
Machines and equipment 0 2 152 274 
Spare parts 4 24 149 238 
Consumer goods* 15 77 387 727 


Source: 30 vjet, p.81. 


* Residual, not specified in source. 


TABLE 3.8 Ratio of domestic production to imports of spare parts 


1965 37:63 1973 61:39 
1970 52:48 1974 (plan) (62:38) 
1971 53:47 1975 (plan) (68 :32) 
1972 58:42 


Source: Probleme ekonomike, no. 3, 1974, p.4. 


and, according to the indicators of the Sixth Five-year Plan (1976—80), 
Albania should have been 95 per cent self-sufficient in spare parts by 
1980. 

However, notwithstanding the success of the industry in terms of 
increased levels of output and import substitution, efficiency has 
remained a problem. Thus, in 1970 one of the largest enterprises in the 
industry lost an estimated 8 per cent of its production through 
unexcused worker absenteeism (though still fulfilling its production 
plan), and in 1971 the industry as a whole failed to meet its plan for 
input of labour-time, with an 11 per cent deficit for the same reason. 
Global output per man in the industry, computed at current prices, has 
also shown an apparently disappointing development. Between 1967, 
the first year of the ‘scientific—technical revolution’, and 1971 the 
figure actually fell, from 35,300 leks per man to 27,300 leks.*® The 
limited evidence provided by Table 3.1 above suggests that this fall ran 
counter to the trend for industry as a whole. On the other hand, while 
output per man in the engineering industry remains below the level 
of other sectors — probably as a consequence of problems arising 
from lack of expertise, misallocation of labour, and disguised 
unemployment — the share of the industry’s production in global 
industrial output rose from 5.7 to 9.8 per cent between 1965 and 
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1970,°? while its share in total capital investment in machines and 
equipment rose less, from 36.7 per cent in 1961—S to 38.6 per cent in 
1966—9.*° This is probably accounted for — at least in part — by the 
increased production made possible by concentration of capital and 
an improved use of capacity; and it is at least possible that this concen- 
tration also reduced the amount of duplication in the global output 
figure (thus, the actual fall in labour productivity would be overstated), 
and/or that increasing series production was accompanied by price 
reductions (with similar effect). 


ALBANIAN INDUSTRIAL PERFORMANCE, 1966-1977 


Although more optimistic than its predecessor, the Fourth Five-year 
Plan (1966—70) called for an increase of only between 50 and 54 per 
cent in global industrial production, representing an average annual rate 
of growth of 8.7 per cent, with group A production increasing at a rate 
of 10.8 per cent against 6.2 per cent for group B. In the event, the plan 
targets were significantly exceeded, global industrial production in 
1970 being 83 per cent above that recorded for 1965, while group A 
recorded an average annual rise of 15.8 per cent. The production of 
industrial consumer goods rose by an average 9.5 per cent per 
annum.*' As Table 3.3 above shows, the share of heavy industrial 
output in global industrial production increased from 26 per cent in 
1965 to nearly 38.5 per cent in 1970, the largest increase registered 
in any five years of Albanian history. 

On the other hand, although the data for 1963 and 1970 in Table 
3.1 above suggest that labour productivity probably rose over the 
(shorter) plan period, no official figure has ever been published. If, 
indeed, productivity rose, this is surprising, since only in the reported 
results of the Third Five-year Plan, when productivity fell, had this 
indicator not been made available previously. In tabling his report on 
the plan to the PLA’s Sixth Congress, Mehmet Shehu did not even 
mention industrial labour productivity; and it was left to Enver Hoxha 
to concede that this part of the plan had not been realized, though he 
did not provide any statistics: 


The successes already achieved in raising the productivity of labour 
in our economy are not small. But during the Fourth Five-year Plan 
period there were some deficiencies, with planned targets for the 
increase of productivity not achieved. As a consequence of the slow 
rate of increase of the productivity of labour, the increase of industrial 
production was due almost entirely to increasing the number of 
workers above the planned limit. This caused a disproportion between 
the increase of production and the wages fund.*? 
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There is thus some conflict of evidence, but most probably the 
growth of labour productivity in industry during this period was 
insignificant; and, paradoxically, this and the large increase in total 
industrial output may have a common cause. Table 3.4 shows Albanian 
imports of 2,918 million leks in the years 1966—70, against 1,794 
million in the previous quinquennium and corresponding trade deficits 
of 1,139 million leks and 670 million. There was thus a large increase in 
imports of capital and in industrial capacity, the latter probably on a 
scale that required a large expansion of the industrial labour force, 
while — because of lack of skills and for other reasons — the enlarged 
capital stock still could not be exploited to full capacity. It is at least 
possible that Hoxha’s report could more reasonably have been put in 
the form that it was the increase in the labour force necessary to man 
the new industrial projects completed during the plan period that led 
to the low rise in labour productivity — a hypothesis to which the 
discussion of productivity problems in the engineering industry (above) 
lends some support, as does the faster rise in the industrial capital — 
output ratio between 1960 and 1970 than in either the previous or the 
subsequent five years (see Tables 3.1 and 3.2). 

Nevertheless, the change from an over-simple ‘macroeconomic’ 
approach to the Stalinist development strategy of priority for heavy 
industry — with a rather ad hoc determination of sectoral growth 
targets and investment allocations — to one that included a ‘micro- 
economic’ concentration on those branches appropriate to Albania’s 
resource endowment, and on improving efficiency within them, is 
reflected in extremely rapid growth of output of the three priority 
branches between 1965 and 1970. The annual rates of some 47.5 
per cent and 25.5 per cent recorded in the chemical and engineering 
industries, respectively, were higher than those in any other branch of 
Albanian industry, while electric power recorded the fifth highest 
average annual rate of growth at over 21 per cent.*? 

The Sixth Congress of the PLA approved a target of around 11.6 
billion leks for the value of global industrial production in 1975, an 
increase of 61—66 per cent over 1970, while group A production was 
to rise by 78--83 per cent and consumer goods production by 40—44 
per cent. 

Statistics published in 1974 suggested that these Fifth Five-year 
Plan targets would probably be met. Global industrial production in 
1973 was slightly above the level that would have been implied by a 
steady expansion at the average annual rate of 10.3 per cent required 
for the whole plan period, and the planned split between group A and 
group B production was being virtually achieved.** However, from the 
beginning of 1974 it seems clear that the Albanian authorities felt 
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that the industrial output targets of the plan might be beyond the 
economy’s grasp. The 1974 annual plan called for an increase of 8 per 
cent in global industrial production, and 7.3 per cent was achieved. 
The 1975 plan was even more pessimistic, calling for an increase of only 
4.4 per cent, and the outturn was a 4 per cent rise.*§ 

Thus, for the Fifth Five-year Plan period as a whole, global industrial 
production had risen by some 51~—52 per cent, and it had also shown a 
tendency for the pattern to change in a direction contrary to that 
originally planned. Whereas the increase in the production of industrial 
consumer goods was 45 per cent, and thus exceeded the plan target 
mentioned above, group A production was only 57 per cent above the 
1970 level (against 78—83 per cent planned). Over the last two years of 
the plan period, 1974 and 1975, the annual rate of growth of group B 
production even slightly exceeded that of group A (12.4 and 12.1 per 
cent, respectively). 

Other changes in the nature of Albania’s industrial development at 
some stage in 1973 or 1974 are indicated by the increases in labour 
productivity and the changes in the capital—labour and capital—output 
ratios registered by Albanian industry during the Fifth Five-year Plan. 
Between 1970 and 1973 there was an 18 per cent rise in labour 
productivity, though the capital stock appears to have grown relatively 
slowly — by about the same percentage as in the earlier, slack invest- 
ment years, 1960—3. However, from 1970 to 1973 the tendency for 
the industrial capital—output ratio to rise seems to have been tempor- 
arily checked. In other words, industrial capital productivity appears to 
have stabilized or even to have risen very slightly. This suggests an 
improved utilization of capacity, and that some of the labour mis- 
allocation problems of the earlier years had been solved. Of course, the 
increased numbers of experts and skilled workers forthcoming over 
time should also have contributed to increased efficiency of produc- 
tion. However, during 1974—S industrial capital productivity again fell, 
even though the growth of the capital stock did not apparently accel- 
erate very significantly, and labour productivity rose by only 2.5 per 
cent despite a relatively modest increase in the industrial labour force 
(see Table 3.1). 

The absence of any official Albanian analysis of the change in 
industrial development experienced halfway through the Fifth Five- 
year Plan — its existence as such is not even acknowledged — renders 
an explanation difficult. However, on the basis of the available evidence 
some tentative conclusions are possible. The major source of data on 
the problem is Enver Hoxha’s Reflections on China,*® which purports 
to be a political diary covering the period 1962-77. Since the 
published work is officially designated as ‘Extracts from the political 
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diary’, there seems no reason to doubt the authenticity of the work. 
Indeed, the noticeable lack of information on 1974 — a year of exten- 
sive purges — lends credence to the veracity of the source. 

Hoxha’s first complaint about Chinese aid came on 9 December 
1970, when he noted that the Chinese Deputy Minister of Energy had 
informed her near-opposite number Rahman Hanku that the Chinese 
would be unable to complete the ‘Mao Tse-tung’ hydroelectric power 
station on time, and that the Fierza power station could not be built on 
the projected site. When Hanku informed her that her arguments were 
unfounded, she recanted. Hoxha entered his first warning: ‘Despite our 
friendship, we must be vigilant.’ 

The next relevant entry does not appear until 30 September 1972, 
when Hoxha discovers that the Chinese have not yet themselves 
procured the technical equipment that they had promised to supply for 
the Elbasan metallurgical combine. ‘This presents many dangers for us. 
We shall see what develops.’ 

The first sign of a concrete reduction in aid came on 15 October of 
the same year, when the Chinese ambassador informed Hoxha that 
‘certain requests connected with the problems of our perspective plan 
for 1975—1980, and concretely about increasing the capacity for 
smelting ferro-nickel, the construction of the Koman hydro-power 
station, and the extension of the Balsh thermal power station” would 
not be fulfilled. 

On 13 March 1973 Hoxha recorded in his diary that Albania had 
been experiencing difficulties as a result of the tardiness of Chinese 
deliveries ‘for a long time’. In the light of this evidence, the downward 
revision in the Five-year Plan implied by the low 1974 target for global 
industrial production may be explained by the PLA’s possible antici- 
pation of the reduction in aid. Mehmet Shehu’s statement, at the 
Seventh Congress of the PLA, that the failure of the industrial projects 
to be completed on time had caused the economy problems, is 
consistent with this line of argument. 

The development of Albanian trade at this time also suggests that 
there may have been a short-lived attempt to expand trade with the 
capitalist West (see Table 3.9), which could have been intended to 
compensate in part for any reduction in aid-financed supplies of equip- 
ment from China. Moreover, the 15 and 17 per cent annual increases in 
total exports in 1973 and 1974 were far above the 5.5 and 11 per cent 
increases originally planned.** 

It remains to be noted that if—as seems most probable — an 
expected, and later actual, reduction in aid from China was the major 
factor producing a change in the industrial development strategy during 
the Fifth Five-year Plan, the reaction was very different from that 
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TABLE 3.9 Albanian trade with ‘developed capitalist’ partners 


(millions of dollars) 
Imports — Exports Imports Exports 

f.0.b. cif. f.o.b. Gf: 

1973 I Te 6 1975 I 26 15 
II 12 6 II 30 18 

ill 15 7 lil 15 19 

IV 10 12 IV 15 20 

1974 I 12 9 1976 I 9 10 
Il 26 15 Il 11 14 

a6 22 19 lil 10 8 

IV 21 17 


Source: M.C. Kaser, ‘Trade and Aid in the Albanian Economy’, in Joint Economic 
Committee, US Congress, East European Economies post-Helsinki, Washington 
DC, 1977. 


following the break with the Soviet Union in 1961. On this later 
occasion, the light and food industries continued to receive inputs 
permitting them to expand at more than the planned rates, while the 
growth of group A output slackened, and there was an export drive to 
the capitalist West as part of a more general expansion of exports from 
1973 to 1975. 

Thus, there appears to have been a temporary shift away from the 
Stalinist development strategy. But that the policy shift was only 
temporary was made clear when the Minister of Trade, the Minister of 
Industry and Mining, and the Chairman of the State Planning Com- 
mission were all dismissed at some time towards the end of 1975 — that 
is, when Albania’s trade turnover with the West was beginning to drop 
back towards the level of the early 1970s. A possible reason for these 
dismissals could be that there had been sharp differences within the 
PLA leadership over the nature of the response in 1973 to an expected 
reduction in aid. It is likely, given the consistent attempts to maintain 
Stalinist development policies since the very early days of the PLA’s 
rule, that some members of the leadership would have argued for a 
continuation of the current policy even in the face of anticipated 
difficulties. In the event, this faction was overruled, but the output 
level and pattern of 1975 represented an even worse setback to the 
Five-year Plan than those of 1974. Even though trade turnover with all 
‘Western’ countries roughly doubled between 1973 and 1975, it seems 
to have been inadequate to compensate for the less satisfactory trade 
and aid relations with China. The Fifth Five-year Plan was not realized 
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in the priority sectors or over all. The policy of ‘moderation’ adopted in 
1973 had failed, and its advocates suffered the political consequences. 

The accusations levelled at the dismissed ministers at the PLA’s 
Seventh Congress in November 1976 are not inconsistent with the 
above hypothesis. Thus, Shehu accused the former Chairman of the 
State Planning Commission, Kellezi, the former Minister of Industry 
and Mining, Theodhosi, ‘and others in the economic sector’ of sab- 
otaging the oil industry; while Hoxha, in his report, blamed those 
purged for the failure to complete certain construction projects as well 
as for shortfalls in the (Five-year) plans of the oil, chromium, copper, 
coal, bread grain, and industrial crop sectors. Referring to the oil 
industry, Hoxha charged Kellezi and Theodhosi with using ‘refined 
methods to disorient exploration’ and mismanage the industry, with 
preventing the exploitation of new sources of oil and gas, and with 
using ‘barbaric’ methods for the exploitation of existing wells. 


CONCLUSION 


There are insufficient data available to allow the conclusion that the 
above scenario is correct in all details. However, an important point is 
clear: nearly thirty years of experience with the Stalinist development 
strategy, during which time the Albanian economy had achieved rates 
of economic growth unsurpassed elsewhere in Europe, did not guaran- 
tee its continued pursuit in the face of a reduction in the level of 
foreign aid. A possible reason for opposition to the policy within the 
PLA is that it has required a higher rate of domestic savings than some 
PLA leaders felt was equitable for the population to bear. 

To the extent that the Albanian government has attempted to use 
aid for the development of heavy industry, Chinese aid appears to have 
been more appropriate than credit from Comecon. Thus, between 
1962 and 1964 there were 12 new industrial enterprises commissioned, 
of which only 3 were heavy industrial (Chinese aid probably being 
employed during this period to complete projects begun prior to the 
changeover), while between 1965 and 1970 there were 41 new enter- 
prises opened, of which 24 contributed to heavy industrial output.*° 

From a theoretical viewpoint, the adoption of the Stalinist develop- 
ment strategy by a developing economy — that is, the priority 
development of heavy industry with advances in technology provided 
by an ever-increasing capital—labour ratio — is likely to pose several 
problems. An attempt to begin the acceleration of industrial output 
when the agricultural sector is unable to supply the necessary raw 
materials will almost certainly fail unless a significant proportion of 
foreign credit is spent on the import of those materials. However, to the 
extent that the amount of disposable credit is limited, this must limit 
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the development of new industrial capacity. Further, even if offers of 
credit are unlimited, the disproportions generated by leaving agriculture 
in a backward state will make the economy ever-increasingly dependant 
on foreign aid, with the political—and eventual economic — 
dysfunctions such a situation might imply. To some extent this 
problem may still beset the Albanian economy, although its impact 
was most severe during the First Five-year Plan. 

Another problem inherent in the application of the Stalinist strategy 
in a developing economy is caused by the relatively low level of edu- 
cation of the population and the scarcity of experts. While foreign 
technology may be readily available, the inability to man the new 
industry with properly qualified workers and managerial staff will 
probably lead to a serious under-utilization of productive capacity, even 
though high rates of growth of output may still be achieved. On the 
other hand, if the government pursues a strenuous education 
campaign — as in Albania — the high initial levels of inefficiency should 
decrease quite rapidly, as appears to have been the case in Albania since 
1970. 

Third, the adoption of a strategy concentrating on heavy industrial 
development is inconsistent with a policy of self-reliance unless 
domestic industry is able to produce sufficient capital goods or export- 
ables to cover the cost of the investment necessary to maintain a high 
rate of growth. The Albanian economy has received lavish aid for the 
past thirty years, and, as the discussion in the next chapter will show, 
the aid has definitely fostered economic growth. However, the fact that 
Albania was forced to slow down its rate of industrial development as 
recently as 1975 as a consequence of a reduction in foreign aid must 
raise serious doubts about the Stalinist development strategy as a 
vehicle for early economic independence. 

Finally, the essentially macroeconomic nature of the Stalinist model 
should be noted. It was not until the PLA placed the strategy in a 
microeconomic context, based on Albania’s resource endowment, that 
heavy industry began to show signs of a significant take-off relative to 
other branches. It is perhaps stressing the obvious to state the con- 
clusion that the Stalinist development strategy is likely to yield desired 
economic outcomes only if, at first, priority is given to the develop- 
ment of those branches best served by the existing resource base. 


CHAPTER 4 


THE IMPACT OF FOREIGN AID ON ALBANIAN 
ECONOMIC DEVELOPMENT 


A study of the impact of foreign aid on economic development in 
Albania can be based on two main questions.’ First, how far was 
foreign aid indispensable to achieving the pace and pattern of economic 
growth desired by the PLA — as distinct from simply imports of capital 
goods, which were obviously essential for any significant investment 
in industry while Albania’s own machinery-producing capacity 
remained negligible? Second, to what extent did the conditions of aid 
(and trade) acceptable to the donors and/or to Albania prove a con- 
straint on the PLA’s objectives — conditions including the ‘commodity 
inconvertibility’ of aid and, to a large extent, even of traded imports? 


THE MACROECONOMICS OF AID 


A basic prerequisite of economic growth is investment and thus savings. 
The absence of a sufficiently high level of savings to produce a desired 
rate of growth of output may be due either to the characteristics of the 
economic system or to the level of development of the economy. Thus, 
in a market economy investible resources may be potentially available, 
but decentralized decision-making may lead to relatively higher levels 
of current consumption than might be the case in an equally endowed 
centrally planned economy. On the other hand, if, regardless of the 
system rules that could determine the allocation of resources between 
investment and consumption, the economy lacks the specific resources 
required to generate either sufficient output of capital goods or the 
exports with which to pay for their import from abroad, it is clear that 
external sources of investment finance need to be found. The orthodox 
macroeconomics of aid is concerned primarily with the elucidation of 
models in which foreign capital is employed to meet the requirements 
of the developing economy by filling either of two so-called ‘gaps’ — 
viz., the savings gap (the constraint in the first case above) or the 
foreign exchange gap (the operative constraint in the second case). 

The savings gap may be explained with reference to the Harrod 
growth equation: 


g=sk 


where g is the proportional rate of growth of national income, s is the 


THE IMPACT OF FOREIGN AID 91 


proportion of income saved and invested, and & is the incremental 
output—capital ratio. 

If a country receives a proportion a of national income as aid and all 
the aid is invested, the growth rate becomes (a + s)k. Assuming that k 
remains constant, the rate of capital accumulation necessary to achieve 
a target rate of growth g* is given by: 


c=g" sk. 


The savings gap is the amount of aid needed to supplement domestic 
savings if g* is to be achieved, namely: 


a=c-S. 


If the marginal propensity to save is greater than the average (s ‘> s), 
then a given inflow of aid will not only increase the rate of accumu- 
lation by supplementing domestic savings, but also will raise per capita 
income and thus the proportion of income saved. In this case, foreign 
aid has increased the economy’s capacity for growth, and it may be 
argued that eventually the target rate of growth will become ‘self- 
sustaining’. 

To turn to the foreign exchange gap — it is generally assumed that 
in any given time period in a developing economy there is a fixed upper 
limit on the value of exports, X, and the requirement for imports (M) 
is likely to be a function of national income, mY, The foreign exchange 
gap is defined as the difference between imports and exports and is 
positive if the desired level of growth demands imports greater in total 
value than exports. In proportional terms: 


a=m-X/Y. 


In an ex-post sense, of course, the foreign exchange gap must always 
equal the savings gap: 


I+X=S+M 
i.e., 
I-S=M-X 
i-e., 
a=c—s=m-—X/Y. 


On the other hand, the ex ante difference in magnitude of the two gaps 
will determine which is the binding constraint on growth. 
Keith Griffin has argued, however, that the degree of inflexibility 
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assumed by the two-gap model is unrealistic; that in the long run ‘no 
economy is so rigid that it can produce neither capital goods, nor 
export goods nor import substitutes’.? Thus, he argues, it is only a 
government’s unwillingness to switch from production for consumption 
to production for export that makes foreign exchange appear as the 
binding constraint. ‘In other words, ultimately there can only be one 
constraint on investment, viz. savings.’ 

Having thus eliminated the foreign exchange gap as a long-term 
problem, Griffin then concentrates his attack on the savings gap formu- 
lation. He suggest that it involves two unrealistic assumptions: first, 
that the incremental output—capital ratio is invarient with foreign 
capital inflows; and, second, that foreign aid increases the level of 
investment by supplementing an unchanged or even increased level of 
domestic savings. In his view, foreign credit will tend to reduce the 
incremental output—capital ratio: first, the political objectives of donor 
countries often lead to aid being concentrated on ‘large, dramatic 
highly visible projects which can stand as monuments to the generosity 
of the donors’; second, aid agencies have an ideological bias against 
government ownership of directly productive activities, which leads to 
the provision of aid that ‘tends to alter the pattern of investment in 
favour of social overhead capital and economic infrastructure; third, 
for cost reasons there is a greater likelihood of large rather than small 
projects being aid-financed; and, finally, the provision of tied aid often 
results in higher import, and thus domestic production, costs for the 
recipient of aid. 

With respect to the impact of aid on domestic savings, Griffin argues 
that foreign capital inflows tend to supplement consumption rather 
more than investment, and that the ready ‘availability of debt finance 
[from foreign sources] on soft terms may reduce the incentive of local 
investors to save’; while a government in receipt of aid may conse- 
quently increase the share of public consumption in its budget. 

Griffin and others have produced evidence from developing 
countries’ experience in support of these arguments, related, as was the 
two-gap model, to the impact of foreign aid on developing ‘mixed’ or 
pure ‘market’ economies. Here, an attempt is made to test whether 
either of these theories appears to be supported by the effects of Soviet 
and Chinese aid on the Albanian economy. If either a savings gap or a 
foreign exchange gap exists, increased receipt of aid should have no 
discernible effect on the output—capital ratio, while in the Griffin case 
the ratio should decline with increases in aid. If domestic saving is the 
binding constraint, then an increase in aid would be expected to yield 
an increase in investment of about the same amount, or possibly 
slightly more. If the foreign exchange gap is the binding constraint, it is 
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assumed that only an amount, say A of foreign aid, is required to sup- 
plement a prevailing rate of domestic savings to achieve a desired rate 
of growth. In other words, the additional foreign aid will allow a signifi- 
cant amount of potential savings that previously could not be converted 
into investible capital to be now so employed. Thus, if the ratio of 
imported to domestic investment funds ism then an increase in aid of A 
will lead to an increase in investment of A/n. However, since in practice 
no economy is ever so perfectly geared to the receipt of aid and the 
conversion of potential savings into investment, the amount A/n is also 
a maximum. In the Griffin case, any increase in aid will be met by a less 
than equal increase in investment, no change at all, or (less likely) a 
decrease. 

The problem of the reliability of Albanian statistics has already been 
mentioned and is discussed in Appendix C below, where the back- 
ground calculations to the following analysis are also given. It seems 
reasonable to equate the extent of foreign aid flowing into the Albanian 
economy with the Albanian balance of payments deficit on current 
account, since invisible flows both in or out of the country are likely to 
be very small and possibly only slightly in Albania’s favour when the 
Soviet Union had a naval base at Vloré.? Thus, the annual value of 
foreign aid is obtained by subtracting the value of exports from that of 
imports (see Table 3.4) and converting the series into constant prices 
for purposes of comparison with a gross investment series in 1971 
prices which has been published.* 

The Albanian industrial capital stock was estimated in the previous 
chapter. However, the incremental output—capital ratios used here 
must be calculated for the economy as a whole, as the ratio of the 
change in net material product over any period to gross investment in 
the same period (both valued in the constant prices of 1971). Two 
equations are then estimated for four important periods in Albania’s 
economic development: 


Al=aAA+b (1) 


ot) te (2) 


where / is gross investment, A is foreign capital inflow, and Y is net 
material product. 

The first period chosen is 1948—61, when Albania’s main source of 
aid was the Soviet Union. The second is that of the Soviet presence in 
Albania between the first post-New Course year 1955 and the rupture 
of relations in 1961. The remaining two periods are those when China 
was the major aid donor, 1961—6 being a time of adjustment to the 
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change in external economic relations and 1962—70 including also 
years when the adjustment may be supposed to have been completed. 

In the case of equation (2), the results are similar for all periods, 
the regression coefficient never being in excess of 0.1, and although all 
values of d were positive, none was greater than 0.001 statistically 
significant. Thus, it appears that foreign aid had no perceptible impact 
on the incremental output—capital ratio in Albania between 1948 and 
1970; and it may be noted that empirical evidence in support of 
Griffin’s hypothesis for other developing economies is somewhat 
limited.5 However, this conclusion for Albania could be rather shaky, 
given the evaluation of the incremental output—capital ratio as AY/J.° 
None the less, the result obtained accords with the assumption of the 
two-gap model that AY/I (=k) does not vary with aid. 

In assessing the impact of a change in aid on changes in the level of 
investment, the following equations were obtained: 


1948-61 
AI = 1,52 AA +70 R? = 0.372 (3) 
(0.51) (26) 
1955-61 
AI = 1.82 AA +103 R? = 0,865 (4) 
(0.29) (16) 
1962—70 
Al = 2.59 AA +67 R? =0.416 (5) 
(1.00) (50) 
1961-6 
Al, = 4.19 MA; + 3.05 AY7;_, ~ 640 R? = 0.710 (6) 
(1.21) (1.30) (302) 


where AY;7;-; is the change in global industrial product lagged by one 
year. 

Equation (3) suggests that every additional $100 of aid to Albania 
during the Soviet presence yielded an increase of $152 in investment. 
However, if (3) is taken in conjunction with (4), it appears that the 
impact of aid was increased after the New Course, when absolute levels 
of foreign credit were reduced. Indeed, although the estimation of 
equation (1) for the 1948—54 period yields no statistically significant 
value for the relevant coefficient, the evidence of equations (3) and (4) 


————EEE 
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makes it possible that it had a value close to unity during the period. 
The equation obtained was as follows. 


1948-54 
Al = 0.93 AA +31 R? =0.072 
(1.04) (49) 


Thus, it is not clear whether the aid that Stalin gave Albania had a 
positive or negative effect on domestic saving; nor may any positive 
conclusion be drawn on the nature of the binding constraint on the 
investment level. The relatively high import content of investment 
during the period would tend to depress the coefficient, while it is 
plausible that an economy as backward as Albania was at that time, 
with so generous a donor as the Soviet Union, could have greater diffi- 
culty in generating domestic savings than in obtaining foreign exchange. 
Economic decision-making power was being centralized only very 
slowly during this period, the larger part of national income being 
generated by an agricultural sector still in private ownership; and until 
the Albanian government was able effectively to procure the agricul- 
tural surplus, as a result of changes in planning and the increasing pace 
of collectivization in the late 1950s the impact of foreign aid on the 
Albanian economy could well have been similar to that of foreign credit 
on ‘mixed’ developing economies. However, two factors would have 
militated against aid producing a relaxation of the effort to generate 
domestic saving, as argued by Griffin. First, Soviet aid came largely in 
the form of plant and machinery and was not directly ‘fungible’. Only 
if the receipt of aid had induced the Albanian government to relax its 
effort to squeeze out exports of ‘consumables’ or to use eared foreign 
exchange to import consumer goods could there be a ‘leak’ of aid to 
increasing consumption. Here the second factor becomes significant: 
the Albanian authorities’ determination to concentrate resources on 
investment to the extent of their power to do so. 

From 1955 onward, the nature of the growth constraint on the 
Albanian economy appears to have changed significantly, as indicated 
by equations (4), (5), and (6), which suggest the existence of a pre- 
dominating foreign exchange gap. Although the (changing) donors 
remained generous and the low level of development of the Albanian 
economy had not changed markedly, the development of the Stalinist 
economic system came to ensure the high domestic savings rate 
demanded by the Stalinist development strategy. The different 
estimates of the ‘impact’ coefficient in (4), (5) and (6) above reflect 
the fact that, in the period immediately following the split with the 
Soviet Union, the import content of investment fell as the economy 
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had to be adjusted from the almost exclusive utilization of Soviet and 
East European technology to a mixture of Comecon and Chinese 
production processes. It is unlikely that this adjustment period 
exceeded five years, and it is thus arguable that the decrease in the 
coefficient a during the late 1960s implied by equations (5) and (6) 
reflects the increased import content of investment that accompanied 
high rates of growth of investment and output during the Fourth Five- 
year Plan (1966—70). 

The fact that the introduction of lagged industrial output into the 
equation for 1961—6 improves its explanatory value could be inter- 
preted as evidence that changes in the level of investment were 
increasingly financed out of increases in domestic output, implying that 
the government decided to attempt to sustain a high note of economic 
growth even without recourse to any greater absolute volume of foreign 
assistance than had previously been available. The reduction in the 
import content of investment, already mentioned, supports this 
argument. The size of the AYy7;.1 coefficient (3.05) reflects the 
relatively low proportion of gross industrial output in gross domestic 
product. Thus, for every $100 increase in industrial output, there is 
implied an additional $205 forthcoming from other sectors which could 
be converted into investment funds. Between 1961 and 1966 the 
contribution of industry to net material product in Albania averaged 
one-third; thus the coefficient estimated is consistent with a marginal 
propensity to save during the period of very nearly unity. This result 
indicates that the rather large standard error of the estimate (1.30) is 
significant. On the other hand, it is clear that the Albanian government 
cannot have been certain that aid to replace that from the Soviet Union 
would be so readily available in the future. The failure of changes in 
output to influence investment, indicated in equation (5), signals a 
return to the former dependence on foreign aid for investment in the 
Albanian economy in the late 1960s. The high rate of growth of 
industrial production during the Fourth Five-year Plan (1966—70) — 
83 per cent, as against the 39 per cent growth achieved during the 
previous five years — was probably instrumental in convincing the 
Albanian authorities that reliance on generously donated aid was a 
more practical policy, notwithstanding the rhetoric of self-reliance, 
than ideologically motivated abstinence. 


THEORETICAL IMPLICATIONS 


The Albanian experience of foreign aid suggests that neither the two- 
gap model nor Griffin’s alternative are entirely suitable as explanatory 
theories. To the extent that the Albanian economy has exhibited some 
evidence of both savings gap and foreign exchange gap, it may seem 
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that the two-gap model is plausible; and such a conclusion would be 
reinforced by the finding that foreign aid does not appear to have 
affected the efficiency of capital utilization. However, the assumption 
of functional relationships between the major variables here considered 
need not hold for a centrally planned economy, since most macro- 
economic variables are determined far more by planners’ preferences 
than in a market or a mixed economy. Thus, there is little reason, 
a priori, to expect gross investment to be closely correlated with either 
foreign aid or capital goods production, since the annual rate of invest- 
ment is determined centrally in the light of both economic and political 
considerations.of importance to the planners. On the other hand, the 
availability of external funds, plus the practical possibility of squeezing 
domestic consumption, places an upper limit on the level of investment. 
The two-gap model gives a reasonable fit for the impact of aid on the 
Albanian economy because its two basic assumptions are fortuitously 
correct. First, the assumption that the rate of growth will increase if the 
ratio of investment to national income rises is likely to be true where 
ideological factors demand that ever-increasing proportions of 
investment funds be allocated to the production of capital goods. 
Second, it will generally follow that the rate of investment rises as 
capital imports increase if the government of a centrally planned 
economy is determined that it should be so and is able to ensure that 
domestic resources have been allocated in such a way as to facilitate 
the rapid absorption of the imported capital into the production 
process. 

It was noted above that, according to Griffin, in the long run no 
economy is so inflexible that a foreign exchange gap need exist. The 
foreign exchange gap formulation argues that the economy is unable to 
attain a desired rate of growth because the production of exports — or 
import substitutes — is not sufficient to pay for or replace the required 
imports. It is the centralization of economic decision-making that 
again poses a problem in this case, since Albania’s foreign exchange 
gap may be ‘voluntary’ — the Albanian government may be prepared to 
run a deficit in its balance of payments so long as generous aid is forth- 
coming. To the extent that this argument holds, the ‘gap’ may be 
illusory, and the political constraints on the choice of trading partners 
for a socialist economy may add to this illusion. 

Griffin’s theory is not appropriate for the study of centrally planned 
developing economies for the same reason that the two-gap model 
appears to provide good results: namely, the assumptions he makes 
concerning aid leakage to current consumption and diminishing 
efficiency of capital utilization are inconsistent with a Stalinist 
development strategy. 
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In the discussion thus far, the theoretical implications of donor 
motivation have not been considered. The two-gap model ignores 
the problem, assuming implicitly that economic aid has no political 
implications; while Griffin argues that aid agencies in the developed 
capitalist economies are likely to provide aid that both retards 
economic growth and favours the private ownership of the means of 
production. Centrally-planned economies such as Albania (and at an 
early stage North Korea),® seeking aid largely from other socialist 
economies, have certainly had no need to worry about the second of 
these biases, and the prevailing development strategies of both ‘socialist’ 
donors and recipients require that foreign aid directly supports 
economic growth above all. But sensitivity to the relationship between 
the nature of foreign aid and the development strategy may neverthe- 
less have been an important factor in the split between Tirana and 
Moscow. The Albanian press has repeatedly accused the Soviet govern- 
ment of attempting to hinder the development of heavy industry in 
Albania, claiming that Soviet economic aid was intended primarily to 
make the Albanian economy a dependent part of Comecon. If the 
accusation is true, this does not mean that Soviet aid was ineffective 
in supporting Albanian economic growth; but it would be productive of 
tension between donor and recipient, as the Albanians felt that the aid 
they were receiving was not of an optimal composition, given their 
Stalinist development strategy. If a donor more willing to provide aid 
in a form more compatible with this strategy — plant and machinery for 
the production of capital goods — appeared on the horizon, the 
temptation to change to the new donor would be very strong. The 
change would involve economic and social costs in adapting to a new 
technology, and the possibility of making the change would depend on 
political (military and strategic) independence of the original donor. 
Albania could, in practice, cut its ties with the Soviet Union: Mongolia 
probably could not. 


FOREIGN AID AND SELF-RELIANCE 


It was noted above that the basic assumption of the two-gap model is 
that as capital imports increase the investment rate will rise and 
stimulate the rate of economic growth; and it has been suggested that 
this assumption is likely to hold true for a socialist centrally planned 
economy developing along Stalinist lines. To the extent that aid allows 
the attainment of a desired rate of growth, g*, it is to be expected that, 
if the marginal propensity to save is larger than the average by more 
than the size of the savings gap, then the target rate of growth will 
eventually become ‘self-sustaining’. If a foreign exchange gap is the 
binding constraint and the size of the savings gap is considerably less, so 
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that increases in the amount of aid have a marked impact on invest- 
ment, the growth rate g* would become ‘self-sustaining’ more rapidly 
still. In a market developing economy with no strong political ties with 
the donor(s), it might be expected that, as the possibilities for self- 
reliance rose, the level of aid would automatically fall as a direct 
consequence of an increasing supply of exports or a decrease in demand 
for imports. 

In a socialist economy various political and ideological factors are 
likely to complicate the situation. According to Stalinist ideology, a 
socialist economy must maintain a high rate of growth, and must 
ensure that the rate of growth of capital goods production exceeds that 
of consumer goods output. Consequently, the PLA leadership argued 
that the pattern of investment must be such as to encourage the 
development of heavy industry. On the other hand, as the discussion in 
the previous chapter showed, the Albanian economy was not able to 
increase the share of heavy industrial output in total industrial 
production until the Fourth Five-year Plan (1966—70) because a set of 
priorities for the development of the various branches of heavy industry 
had not been determined and because the larger part of Soviet aid was 
directed into other sectors. Thus, although it might have been possible 
for the Albanian economy by, say, 1965 to sustain some not- 
insignificant rate of growth without recourse to further aid, the pattern 
of growth implied by a policy of self-reliance would have run counter 
to the ideologically determined development strategy. 

However, the problem of what an acceptable target rate of growth 
would be in a socialist economy remains. If it is set very high, and if it 
is to be even remotely compatible with ‘the securing of the maximum 
satisfaction of the constantly rising material and cultural requirements 
of the whole of society’ and with ‘the continuous expansion and 
perfection of socialist production on the basis of higher techniques’,” 
it is likely to require external assistance virtually throughout the 
process of development to a fairly high stage of industrialization. It was 
argued in the last chapter that the Albanian notion of self-reliance 
today, and for some time to come, strongly implies dependence on 
existing — unsatisfactory — levels of technology. Hence it is likely that 
a socialist economy growing from the Albanian level of development, 
and with the PLA’s ambitions, would continue to require foreign aid at 
a stage when a similarly placed mixed or market economy ceased to do 
so. 

From a political viewpoint, the continued granting of aid by a donor 
such as the Soviet Union may yield benefits in terms of increased 
influence within the socialist bloc that more than compensate for the 
cost of the aid. Thus, the sharp increase in aid to the Albanian economy 
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in 1950 was probably due more to an attempt by the Soviet govern- 
ment to convince the PLA leadership that it had acted correctly in 
breaking with Yugoslavia, than to any economic motivation. But by 
1956 the Soviet Union wanted to change to a ‘pay-off approach, and 
recommended that the Albanian economy expand fruit-growing and 
other agricultural sectors. It is arguable that the decision to convene the 
Comecon Council in Tirana in 1956 showed this shift towards getting 
some economic return from Albania. In the light of events that 
followed, it is conceivable that Hoxha did not want to give a return at 
all — and certainly not to develop his economy to give a return in the 
form apparently desired. 

Political factors and the nature of the planning system may account 
for the receipt of higher levels of foreign aid than the donor has 
anticipated. Thus, in attempting to explain Albania’s success in being 
permitted to maintain a balance of payments deficit throughout the 
1950s, Wiles'® has argued that, following the signing of trade agree- 
ments with other Comecon countries, the Albanians intentionally 
under-fulfilled their export plans. He cites GDR-—Albanian trade 
statistics from Prior in support of his argument (Table 4.1). 


TABLE 4.1 GDR trade with Albania (000 old valuta roubles) 


GDR exports GDR imports 
Actual Actual 
Contracted Actual as % of Contracted Actual as %of 
contracted contracted 
1952 9,315 9,530 102 1,160 1,890 163% 
1953 12,008 11,615 97 3,291 2,489 16 
1954 14,179 8,622 61 3,941 2,314 59 
1955 22,880 24,232 106 9,400 5,070 54 
1956 15,914 16,696 105 8,074 6,612 82 
1957 24,027 17,068 71 11,195 9,113 81 
1958 24,668 21,969 89 18,710 10,150 54 
1959 27,307 27,700 101 23,883 19,172 80 


Source: F.L. Pryor, The Communist Foreign Trade System, London, 1963, 
p.192. 


If Wiles’s hypothesis is correct, the Soviet New Course probably 
accounts for the GDR’s severe under-fulfillment of this part of its 
export plan in 1954. On the other hand, Albania’s failure to meet her 
plans after a surprisingly auspicious beginning may also be explained by 
the generally ambitious nature of Albanian planning during that period, 
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and the consequent inability of the export-producing sectors of the 
economy to cope with the taut planning. That this hypothesis is 
possibly more likely than Wiles’s is suggested by the comparison in 
Table 4.2 between the annual percentage increase in Albanian exports 
to the GDR between 1952 and 1959 and the percentage rise in total 
exports. These two series suggest that any conclusion on the Albanian 
government’s attempts to inflate its receipts of aid is hardly soundly 
based on data for trade with the GDR alone. 


TABLE 4.2 Albanian total exports and trade with GDR: annual 
percentage increments 


1953 1954 1955 1956 1957 1958 1959 


ExportstoGDR 32 7 119 30 38 11 89 
Total exports -16 -7 28 43 56 1 16 


Source: Tables 3.4 and 4.1 


Finally, it should be noted that the available evidence on Albanian 
investment and aid receipts does not support the conclusion that the 
Albanian economy had come closer to a state of self-reliance by the 
mid-1970s, though aid has certainly contributed substantially to 
economic growth. Taking the ratio of foreign aid to gross investment as 
a measure of the extent of Albanian self-reliance, the average values in 
Table 4.3 are obtained for the first five five-year plans. If the ratios did 


TABLE 4.3 Ratio of foreign aid to gross investment 


Plan period 1951-5 1956-60 1961-5 1966-70 1971-5 
(A/N 0.23 0.17 0.11 0.12 0.15 


Source: see Appendix C. 


indeed measure adequately the extent to which foreign aid had helped 
the Albanian economy to become self-reliant, it would even appear that 
aid had been detrimental since 1966; and the official Albanian claim 
that a major feature of Albania’s development strategy is self-reliance 
would appear not to be borne out by these results. On the other hand, 
it may be that a realization of the gap between theory and practice on 
the part of the PLA leadership, together with dissatisfaction over the 
timing of Chinese deliveries in recent years, has led the Albanian 
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government more recently to reduce its dependence on capital imports 
from China. 

An article in Zéri i popullit in 1977 criticized various of the theories 
underlying China’s foreign policy, although China was not mentioned 
by name. In particular, it was argued that the United States and the 
Soviet Union were equally dangerous superpowers and that the Third 
World could not be considered as a shield against their power. Later, in 
July, reports from Belgrade suggested that the Albanian government 
had asked Chinese experts to leave Albania, but official sources in both 
Tirana and Peking denied the reports.'! On the other hand, the Chinese 
press attacked what it called ‘splitism’ in Albania. From the viewpoint 
of economic aid, a significant report broadcast by Radio Tirana on 
26 July contended that the Albanian government had asked the Soviet 
government for credits to assist in the construction of the metallurgy 
complex at Elbasan in 1960 and that they had been refused. The likely 
validity of this contention is supported by the fact that Rumania’s 
request to the USSR for a steel plant at Galati was also turned down at 
the same time.!? Moreover, the Czech government had earlier said that 
it could supply all of Albania’s steel requirements if it received 
Albanian ferro-nickel ores. The report went on to add that the 
Albanians were thus forced to build the complex relying on their own 
resources, and that this had been done successfully so far. That the 
project could not have been undertaken without Chinese aid was not 
mentioned; indeed, the Chinese were not thanked for aid at all. By 
1978 the split between China and Albania had become total; and, since 
relations appear unlikely to be restored in the near future, Albania has 
been forced to embark on a policy of self-reliance, with all that it 
implies for the already low level of current consumption in the country. 

If the PLA leadership decides that Albania should maintain a balance 
of foreign trade, it is possible that a large part of that trade will be with 
the developed capitalist economies of Western Europe. The agreement 
signed between the Albanian and Greek governments’? to open a 
Tirana—Athens air link may have been a first step in this direction. 
However, should Albania’s pattern of trade alter in this direction, now 
that China has lost the status, in the Albanian press, of a socialist 
economy, any future Albanian requirement for foreign credit would 
pose constitutional problems for the PLA, since article 28 of the 
constitution states: 


The granting of concessions to, and the creation of, foreign economic 
and financial companies and other institutions or ones formed jointly 
with bourgeois and revisionist capitalist monopolies and states, as well 
as obtaining credits from them, are prohibited in the People’s Socialist 
Republic of Albania.! - 
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As Kaser has pointed out, ‘no government in the world has ever asked 
its legislature constitutionally to disbar it from raising an external 
loan’.'® On the other hand, the text is fully consistent with Albania’s 
official development strategy, and its interpretation may prove to be 
equally flexible. 


CONCLUSION 


On the basis of the discusssion throughout this chapter, it is possible 
to draw conclusions that relate to both the theory of economic aid 
and the Albanian experience. Theoretically, it might be expected that 
an underdeveloped economy in which a Stalinist government comes to 
power would display savings gap behaviour while ownership of the 
means of production remains private and the government has not 
gained control over the agricultural surplus. But as nationalization and 
the central planning system develop, a high rate of domestic savings, 
coupled with a desire to give priority to industrial development, may 
give the impression that a foreign exchange gap is the binding 
constraint. In either case, of course, the constraint may appear the 
more severe because the target rate of growth has been set higher than 
it would have been in a mixed or market economy at a similar level of 
development. 

A study of the Albanian experience also suggests that a theory of 
aid that does not take account of ideological and political factors can 
never fully explain the impact of aid on a centrally planned developing 
economy; and the Albanian split with the Soviet Union provides the 
most dramatic illustration of this point. 

It also seems reasonable to conclude that, while Albania has been 
able to obtain a fairly steady flow of external credit up to the mid- 
1970s, this aid has actually acted as a constraint on Albanian industrial 
policy in two important respects. First, the aid received from Comecon 
assisted the development of light industry in Albania rather than heavy 
industry, because of its commodity composition, even though it im- 
plied eventual benefits for Albanian export trade. It also operated to 
the detriment of agriculture up to 1953, but this appears to have been a 
failure of PLA policy rather than a constraint imposed by the donors. 
Second, the aid provided by China seems — in its composition — to 
have been fully in accord with a Stalinist strategy, but the problems of 
transport between China and Albania and China’s instability as an aid 
donor may account for Albanian difficulties in completing the 
construction of industrial projects within the planned time. 


CHAPTER § 


CONSUMPTION AND MOTIVATION IN THE ALBANIAN 
ECONOMY 


In Chapter 2 it was suggested that the extent to which the Albanian 
economic system facilitated rapid industrial development would have 
been influenced significantly by the impact of the ideological 
campaigns on the Albanian worker. Subsequently, it has been argued 
that foreign aid contributed significantly to Albanian industrial 
development while, at the same time, acting as a constraint on the 
nature and speed of growth implied by the Stalinist development 
strategy. Similarly, it will be argued here that the measures necessary 
in the field of consumption to ensure the absence of significant conflict 
between the goals of the PLA leadership and the desiderata of individ- 
ual economic agents were not entirely consistent with the consumption 
policy implied by the Stalinist development strategy. An analysis of the 
PLA’s attempts to resolve this contradiction can throw light on the 
political prerequisites for the maintenance of a Stalinist development 
strategy in an underdeveloped economy. The first is that the central 
authorities must have almost ubiquitous political power. 


CONSUMPTION AS A CONSTRAINT ON ECONOMIC GROWTH 


Stalin’s basic economic law of socialism requires that socialist 
production secure ‘the maximum satisfaction of the constantly rising 
material and cultural requirements of the whole of society.’ Three 
important policy desiderata emerge from this formulation. First, since 
requirements are always rising, their satisfaction implies that the 
real income of the population must rise annually. Stalin’s dictum might 
thus be stated in other words: depending on the extent of domestic 
savings required by the development strategy, the level of current 
consumption in the phase immediately following the revolution may 
need to be depressed so that it can be seen to rise under socialism. 

Second, it should be noted that Stalin is concerned with ‘require- 
ments’ as distinct from ‘wants’. Thus, whereas an individual is likely to 
be best able to define his own ‘wants’, because they are subjective, a 
Marxist-Leninist may argue that ‘requirements’ are objective, and will 
be known to the individual only if that individual’s consciousness has 
reached the appropriate level. This argument allows the ruling party 
to define ‘requirements’ subject only to the constraint that they must 
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be rising, and has enabled the PLA to show that fulfilment of the basic 
law in Albania is, by definition, inevitable: 


Thus, under socialism the economic and social basis for the division of 
production into essential output and surplus product is eliminated. The 
members of a socialist society are owners of the means of production; 
therefore the created social product serves directly for the fulfilment of 
their requirements. It is divided into production for self and production 
for society in accordance with the general interest in development and 
in the uninterrupted increase in the well-being of the working masses.” 


The use of the phrase ‘working masses’ leads to the third corollary 
of the basic law. Stalin refers to ‘the whole of society’, and this might 
be interpreted to require that either the income — suitably defined — of 
the population as a whole, or the income of every individual in the 
society, is continually rising. But the PLA has clearly interpreted the 
law as requiring that the real income of peasants and blue-collar 
workers (‘the working masses’) must be increasing over time. It seems 
reasonable to conclude that the goal as interpreted by the PLA will 
have been fully met if the consumption fund has grown more rapidly 
than the population every year and if the real income of the ‘working 
masses’ has likewise risen. 

Since the Stalinist development strategy requires the highest possible 
tates of growth of industrial output, the necessity to increase current 
levels of consumption is a constraint on its execution. However, since 
the aim and means are dialectically linked, the economic laws should 
provide an upper limit to consumption as well as the lower limit already 
formulated. Thus, according to the Albanian formulation, the upper 
bound of the consumption fund is given by the desired size of the 
accumulation fund as a proportion of national income, while the rate 
of growth of industrial production of consumer goods, group B, may 
never exceed that of group A, the production of capital and inter- 
mediate goods. 

The Stalinist development strategy, per se, does not indicate the way 
in which the consumption fund should be divided, either between 
social and individual consumption or between various groups in the 
society. On the other hand, the distribution of income will influence 
economic development via the labour market and material incentives. 
Thus, in areas of free choice, wages rates will help determine the 
allocation of labour. Once a given distribution of the labour force has 
been established, changes in absolute and relative levels of wages will 
be important factors in determining whether, and to what extent 
workers’ aspirations conflict with the goals of the leadership. 
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In a backward economy with virtually no industrial base, the initial 
rate of domestic savings required by the Stalinist strategy is clearly 
very high. Thus if, as has already been suggested, the consumption fund 
must at first fall below its pre-revolution level, the distribution of the 
fund may have an important effect on the functioning of the system. If, 
before the change in government, the vast majority of the population 
was extremely poor, with the major part of increases in real income 
being allocated — administratively or via market forces — to a wealthy 
minority, then it may be possible, after the revolution, to decrease the 
consumption fund while increasing the real income of the majority of 
the population by a redistribution of consumable wealth from rich to 
poor. In this way, the legitimacy of the new rulers is enhanced and the 
majority is satisfied that the new system is responsible for an increase in 
their real income. Moreover, if the revolution has been accompanied by 
considerable economic loss, as for example during the Second World 
War, the leadership is able to appeal to nationalist sentiment in a bid to 
achieve a high rate of savings, and may point to war losses as being 
responsible for any reduction in the real income of the majority which 
redistribution has been unable to compensate. But difficulties begin to 
arise if the rate of growth of the consumption fund is not in accordance 
with the population’s expectations. Then motivations other than 
material rewards and a further change in the distribution of income 
may become necessary if the high rate of savings is to be maintained. 
The Albanian experience in this area will be considered after an analysis 
of policy towards aggregate consumption during the first five five-year 
plans. 


AGGREGATE CONSUMPTION POLICY, 1951-1975 


The relative rates of growth of group A and group B production were 
discussed in Chapter 3, where it was shown that the ideological require- 
ments were met during all but the First Five-year Plan. Table 5.1 shows 
the distribution of national income between accumulation and 
consumption during the five-year plans completed since 1951. Annual 


TABLE 5.1 Consumption as a percentage of NMP at current 
accounting prices 


1951-5 1956-60 1961-5 1966-70 1971-5 
74.4 73.0 74.2 66.1 64.0 


Source: 30 viet Shqipéri socialiste, Tirana, 1974, p. 189. 
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data on the consumption fund have never been published, although an 
estimate based on the components of consumption is possible. 

Clearly, the accumulation fund has grown more rapidly than the 
consumption fund in each of the five-year plan periods between 1951 
and 1975. However, to gain a deeper insight into the nature of Albanian 
consumption policy, an estimate of annual levels of consumption must 
be made. 

The major component of personal consumption is retail sales less 
purchases by institutions. Statistics for retail sales via state or co- 
operative outlets have been published since 1958, but the series 
for private sales ends in 1964. It will be assumed, on the one hand, that 
the ideological campaigns of the mid-1960s were responsible for a 
reduction in the level of non-farm private trade and, on the other hand, 
that the supply of agricultural products on the private market has 
probably increased with the growth of agricultural output. Since there 
are no quantitative data available on these opposite trends, it will be 
assumed that they have cancelled each other out and that the ratio of 
private to state and collective retail trade has maintained its 1964 level 
of 8.7 per cent.? Further, it will be assumed that 8.5 per cent of non- 
private retail trade covers purchases by institutions and that this ratio 
has been constant over time.* 

The level of (non-monetized) autoconsumption of households has 
been reported as 30 per cent of total personal consumption in 1970.5 
It will be assumed that this variable would move parallel with changes 
in the output of bread grains. An unrealistic bias in the estimate would 
be introduced if global agricultural production were used as a surrogate 
for autoconsumption because the weight of cash crops in the total has 
increased over time. Thus, the value of autoconsumption for 1970 may 
be directly computed, and values for other years obtained, by weighting 
the 1970 estimate by an index of bread grain production. It should be 
noted that this estimate of autoconsumption does not take into 
account the production of clothing and consumer durables by rural 
households. However, the rapid increase in non-private retail turnover, 
coupled with the increasing urbanization of the Albanian population, ° 
suggests that household production activities have probably been 
decreasing. If this is so, the calculated consumption series will tend to 
overstate the rate of growth of consumption and there are insufficient 
data available to permit correction of this bias. 

On the other hand, the estimate here of social consumption will 
understate the increase in consumption and may offset the upward 
bias resulting from increasing monetization of the economy. Social 
consumption is calculated as the sum of annual budget expenditures on 
health, education and culture, social care, and social security, the 
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provision of services such as housing, electricity, and water being 
excluded. No data are available on the magnitude of these latter 
services, although their contribution to the total is likely to be very 
small, given the low prices set for them by the Albanian authorities. 
Thus, it has been reported that the income from one or two work days 
is sufficient to cover rent payments while ‘payment for water, 
electricity, and other services of the kind are symbolic’.’? However, 
since these prices have probably fallen over time, not only is real 
consumption undervalued, but the series is biased downwards. 

The final component of consumption is consumption by members 
of the armed forces. It will be assumed that a reasonable estimate of 
this is obtained by halving the annual defence expenditure in the state 
budget. The index of per capita consumption in Albania thus calculated 
is shown in Table 5.2. The series has been calculated from data at 
current prices, but there is evidence to suggest that it may reasonably 
be interpreted as a measure of the change in real consumption over 
time. First, the retail price indices for the 1958—64 period® indicate 
that the prices of 57 products were constant in 1963 and 1964; of 28 


TABLE 5.2 Index of per capita consumption 


(1950=100) 
1950 100 1960 184 1966 220 1972 a 
1955 145 1961 184 1967 231 1973 300 
1956 141 1962 186 1968 242 1974 e 
1957 165 1963 188 1969 259 1975 318 
1958 180 1964 196 1970 265 
1959 212 1965 200 1971 277 


Source: See Appendix C. 


food goods, 3 retailed at their 1958 prices in 1964, the prices of 24 
goods fell by between 4.5 and 24.25 per cent, while the price of eggs 
rose by about 15.5 per cent. The retail prices of 8 of the 29 non-food 
items remained constant over the 1958—64 period, while the remaining 
21 goods maintained their price level between 1962 and 1964, their 
prices having fallen by between 4.5 and some 52.5 per cent between 
1958 and 1962. Second, as the figures in Table 5.3 show, the prices 
of some commodities had already fallen by 1958 and continued to fall 
after 1964. 

On the basis of this evidence, it might be concluded that the series 
in Table 5.2 understates the growth rate of per capita consumption. On 
the other hand, the prices of privately traded goods have probably 
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TABLE 5.3 Retail prices in state shops (leks per kilogram) 


1956 (post- 
Ration prices rationing) prices 1970 prices 
Bread 5.5 3.1 2.0 
Flour 7.5 4.5 3.7 
Rice 12.5 10.0 8.0 
Sugar 18.0 13.0 8.0 
Soap 13.0 10.0 6.0 
Dyed calico - 16.0 9.0 
Dyed duck-cloth - 33.6 13.7 
White formed flannel - 23.0 12.8 


Source: D. Gjiriti, Mbi miréqenien e punonjésve té qytetit e té fshatit (On the 
Well-being of Workers of Town and Country), Tirana, 1973, p. 88. 


risen, owing to continuing state supply problems and the increase in 
agricultural costs with the continuing flow of labour into towns; and 
it is possible that there have been disguised price rises linked with the 
appearance of new goods on the market (increases in prices owing to 
changes in product designation are common elsewhere in Eastern 
Europe. That these price increases probably compensate for the 
increased consumption owing to price falls is suggested by the 
comparison between official Albanian data and those of Table 5.2, 
shown in Table 5.4 


TABLE 5.4 Per capita consumption — a comparison with official 


estimates 

Official (1971 prices) Table 5.2 
1950 100 100 
1960 174 184 
1970 213 265 


Source: Table 5.2 and Gjiriti, op.cit., p. 83. 


It may be argued that the Albanian series — which measures changes 
in the consumption fund in real terms — is lower than the Table 5.2 
estimates for two reasons: Albanian estimates of the consumption fund 
do not include non-material budgetary outlays—and these have 
increased more rapidly than personal consumption — and an increase in 
some prices has been taken into account in calculating the series. If this 
were not the case, the relatively small share of social consumption in 
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the total and the magnitude of the price decreases cited above would 
lead to an official estimate in excess of that in Table 5.4. It is clear 
from the figures in Table 5.2 that the requirement for an annual 
increase in per capita consumption implied by Stalin’s basic economic 
law has been met in most years. Further, the years of decline coincide 
with failures in the grain harvest, the larger part of the short fall being 
reflected in an assumed consequent reduction in autoconsumption; and 
an increase in this element explains the large rise in consumption in 
1959. 

Although per capita consumption has risen in most years, its rate 
of growth has nevertheless fluctuated markedly, as Table 5.5 indicates, 
largely in accordance with fluctuations in other sectors of the Albanian 
economy. In particular, the difficulties experienced during the Third 
Five-year Plan (1961-5) led to a sharp deceleration in the growth rate 
of consumption. On the other hand, the fact that there was any in- 
crease at all suggests that the PLA leadership attempted to maintain a 
close link between ideology and practice. However, it may be argued 
that, with elements in the PLA undoubtedly questioning the wisdom 
of the change in allegiance from the Soviet Union to China, to have 
allowed a fall in real consumption might have amounted to political 
suicide for the PLA leadership. As was suggested in Chapter 2, signs 


TABLE 5.5 Rate of growth of per capita consumption in five-year 


periods 
1951-5 1956-60 1961-5 1966—70 1971-5 
45% 27% 9% 33% 20% 


Source: Table 5.2. 


of popular unrest in 1965 were probably instrumental in the PLA’s 
decision to reorganize the planning system, and, while the unrest may 
have been due partly to the high degree of centralization of economic 
decision-making power, it seems more likely that it was the result of 
consumption levels being insufficient to satisfy the expectations of the 
population. 

By contrast, the high rates of growth achieved during the Second 
and Fourth Five-year Plans attest to the rapid expansion of production; 
the successful fulfilment of plans in heavy industry enabled the PLA to 
increase the size of the consumption fund without exceeding the 
ideological constraint. But a failure to meet the industrial targets of 
the Fifth Five-year Plan produced a reduction in the rate of growth of 
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per capita consumption in the 1971—S period, although the growth rate 
of consumption was not permitted to fall as rapidiy as had been the 
case ten years earlier. 

Assuming a Stalinist development strategy in the 1951—5 period, 
the high increase in per capita consumption between 1950 and 1955 
may at first sight appear surprising, but is less so on closer examination. 
While there are sufficient data to calculate the annual increments in per 
capita consumption, the difficulties noted by Hoxha at the end of 
suggest no rapid increase in the standard of living of workers or 
peasants up to that time. Thus, for example: 


As in former years, this year, too, the population of our cities has not 
had the guaranteed supplies of fixed amounts of foodstuffs and 
industrial goods. ... 


The plans for the guaranteed supply of the urban population with 
many important articles have scarcely been realized in all these years. 
This is most apparent in such items as meat, fish, beans, eggs, rice, and 
cheese. 


Similarly, there were difficulties for the peasants, particularly the 
system of taxation in kind, according to which the peasant was 
expected to deliver a predetermined amount of produce to the state 
regardless of his total output. 


During the years of the great drought, taxation in kind became even 
more burdensome for the peasant, because he did not achieve the 
expected yields.... Thus, ... in 1946 we took from him an average of 
16.9 per cent of his production in compulsory deliveries, in 1949 we 
took 21.6) per cent, in 1950 22 per cent, and in 1952 20.1 per 
cent.... 


Hoxha also reported that the available surplus for the private agri- 
cultural market had decreased significantly, falling from 221,400 
quintals of grain in 1949 to 133,700 quintals in 1950 and 86,000 
quintals in 1952.1! Finally, Hoxha pointed out that ‘the peasants’ 
income from the sale of other agricultural products such as poultry, 
honey, pig meat, and fruit had been ‘meagre’.1? Thus a large part of 
the increase in per capita consumption between 1950 and 1955 very 
probably occurred in the two last years and was due to the change in 
the pattern of investments and the budgetary grants to the peasantry 
announced at the December 1953 Plenum of the PLA Central 
Committee. : 

It thus seems reasonable to argue bearing in mind the analysis in 
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Chapter 3 that the PLA has been constrained in its desire to choose 
high target growth rates for industry by the need continually to raise 
the level of current consumption, and that it has allowed increases not 
only for ideological reasons but also to ensure the achievement of one 
of its major goals: to stay in power. 


THE DISTRIBUTION OF INCOME 


It may reasonably be argued that a centrally planned economic system 
will function optimally only when all members of the system are 
appropriately motivated; and, at the highest level of generality and 
ignoring moral incentives, the greater the increase in current consump- 
tion, the narrower becomes the gap between the goals of the individual 
economic agents and those of the rule-makers in the system. However, 
this line of argument as yet ignores the spread of consumption in the 
economy — in other words, the distribution of income. Statistical data 
on the distribution of income in Albania are very scarce. However, 
there are sufficient published data on the PLA’s conception of the 
ideal, and on the policy measures that have been taken to move the 
society towards that ideal, to allow an analysis of the motivation 
problem in the context of its implications for the functioning of the 
system and for industrialization. 

For the purposes of this analysis, three income-earning groups may 
be distinguished: workers, peasants, and employees. A worker may be 
defined as any non-managerial employee of a state enterprise, industrial 
or agricultural. A peasant is a member of a collective farm, and an 
employee may be defined as any income-earner who is neither a worker 
nor a peasant. Thus, managers, experts, and members of the policy, 
planning, and administrative hierarchy are all employees. In ideological 
terms, workers and peasants may be said to engage in physical work, 
while employees perform mental work. Workers and peasants may also 
be distinguished in terms of their role in the dictatorship of the 
proletariat: ‘The social essence of the dictatorship of the proletariat is 
the alliance between the working class and the toiling peasantry, under 
the leadership of the working class.’!? 

The only hint in Economic Problems of Socialism in the USSR 
relating to the distribution of income in a socialist economy is provided 
by Stalin’s discussion of the distinctions between town and country, 
and between mental and physical labour.'* Stalin argues that, under 
socialism, the ‘antithesis’ between these categories, which existed under 
capitalism, has been modified and has become a ‘distinction’. In other 
words, although workers differ from managers, the latter are no longer 
‘enemies, but comrades and friends’.1* Stalin expects the gap between 
mental and physical work to narrow as socialist emulation campaigns 
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increase the educational level of the workers and thus make their work 
more ‘mental’ in content. Of course, under full communism, the 
distinction vanishes. For Stalin, the major difference between town 
(industry) and country (agriculture) lies in the fact that agricultural 
collectives are group-owned while industrial output is generated by 
state-owned enterprises. He provides no guidelines as to the way in 
which group ownership may become state ownership, though direct 
nationalization is ruled out. The Albanian approach to thiS problem is 
discussed in Appendix B. 

It should be noted that the PLA’s approach to the mental-physical 
work distinction has differed from the Stalinist prescription. Whereas 
there is agreement on the ultimate disappearance of the distinction — in 
the sense that under full communism all members of society will engage 
in physical and mental work — the PLA believes that this can be 
achieved only if, at earlier stages, every employee takes part in physical 
production work for some part of the year. This, and other ‘proletarian- 
izing’ measures adopted by the PLA, have been discussed in Chapter 2, 
but the implications for the distribution of income of the PLA’s 
position on these ideological matters is of interest here also. 

Until the mid-1960s, pay scales were established on a basis similar to 
that employed elsewhere in Eastern Europe. Thus, the lack of suitably 
qualified experts in Albania gave rise to income differentials designed to 
induce people to gain higher qualifications, and remuneration was also 
higher for tasks that were judged to be physically difficult. In this way, 
not only were employees paid more highly than workers, but there was 
also significant spread of income between different branches. In 1960 
the average worker in transport —the most highly paid sector — 
received 71 per cent more pay than the average worker in the food 
industry — the lowest paid sector.'® No figures relating the income of 
workers to that of employees have been published, although it seems 
reasonable to assume that the ratio was probably greater than 4 to 1 
(evidence to substantiate this assumption is considered below). The 
available statistics on changes in real income are shown in Table 5.6. 

The first sign that the PLA leadership was concerned that the ratio 
of employee income to worker income was too high came in the PLA 
Central Committee’s ‘Open Letter’ of March 1966. It is there argued 
that, although PLA policy had always attempted to ensure that the 
increase in income of any particular individual was in line with increases 
in the earnings of the rest of the population, there were still anomalies 
in various categories of the pay scale. In particular, it is pointed out 
that the lack of cadres had necessitated the provision of additional 
material incentives ‘in this or that case’. In an attempt to eliminate 
the anomalies, and to ensure that everybody’s standard of living was in 
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TABLE 5.6 Index of per capita real income 


1950 1960 1965 1970 1975 
Entire population 100 159 163 191 219 


Percentage increases in per capita real income over selected periods 


1951-5 1951-8 1971-5 
Workers and employees na. na. 8.7 
Peasants 25 39 20.5 


Sources: Anuari statistikor i RPSh 1959, Tirana, 1959, p. 178; B. Bardhoshi and 
T. Kareco, The Economic and Social Development of the People’s Republic 

of Albania During Thirty Years of People’s Power, Tirana, 1974, p. 210; M. 
Shehu, Report on the Fifth Five-year Plan, Tirana, 1971, pp. 10, 14; Rruga e 
partisé , no. 12, 1976, pp. 11, 19. 


accordance with the economic conditions of the time, it was announced 
that high salaries would be reduced by an unspecified amount. 

The PLA’s moves towards equalization of incomes initiated by the 
‘Open Letter’ have been repeated twice in Albania since 1966. On 29 
April 1967 a joint statement of the PLA Central Committee and the 
Council of Ministers announced that all wages over 1,200 leks a month 
would be reduced, while the real income of workers would rise as a 
result of the abolition of all forms of income tax.’’ Although the 
average wage of a worker in 1967 has not been published, it is unlikely 
to have been much less than 550 leks — the value in 1975.'8 The 
statement also announced that, in response to the call for ‘frugality 
and the spirit of sacrifice’ made by the October 1965 Appeal, 


the workers of our country have widely aligned themselves with the 
revolutionary initiatives of the editors of the ‘Bashkimi’ daily and have, 
of their own free will, expressed their willingness to renounce many 
supplementary and other incomes received over and above their basic 
salaries. Of major importance has been the initiative of the workers of 
some work centres in the Lurres district to turn over to the state all 
their state loan obligations, an initiative which has been supported by 
many other workers.!? 


On the other hand, the statement warned that placing moral incentives 
on a higher footing than material incentives did not imply ‘petty 
bourgeois tendencies of equalization and standardization’ and indicated 
that good work would continue to receive good pay. Payments above 
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the basic wage were not, in fact, insignificant. Thus, in 1961 sup- 
plementary payments in one Shkodér enterprise accounted for 34 per 
cent of the wage fund, while in the ‘Stalin’ textile combine — one of 
the largest enterprises in the country — the corresponding figure was 22 
per cent.?° It has been stated that as a consequence of the 1967 
measures the ratio of an enterprise director’s salary to that of a typist 
was reduced to 2.5,2! and the ratio of the average wage of workers to 
the highest salaries of employees was the same.?? 

The second ‘instant’ change in the distribution of income between 

workers and employees took place on 1 April 1976, when the Council 
of Ministers and the PLA Central Committee issued a joint Decision. 
The lower limit on higher salaries was reduced from 1,200 to 900 leks 
and all salaries above this level were to be reduced by between 4 and 25 
per cent — presumably on a sliding scale. Lower and middle wages 
would not be affected, ‘save in certain cases to preserve the necessary 
proportions’. The motivation for these income reductions was 
explained as the desire to ensure ‘the further revolutionization of the 
cadres, bringing their standard of living nearer to the general standard 
of living of the masses, barring the road to career-seeking, the prefer- 
ence for office work, and many other evils which lead to bourgeois— 
revisionist degeneration.’?? 
It was also announced that writers would no longer receive payments 
for their publications, that there would be a reduction in the bonuses 
paid for scientific titles and degrees, and that the wages of state farm 
workers would be increased. Finally, it was decided that, henceforth, all 
specialists would be paid according to their area of specialization rather 
than the district or enterprise in which they worked. 

It has been officially reported that these measures reduced the ratio 
of the nominal wage of an average worker to the highest-salaried 
employees to 1:2.?* Although this ratio is probably the lowest in 
Eastern Europe — if not the world — it seems that the distribution of 
income between employees and workers was never severely dispro- 
portionate — if, as asserted, it was about 4:1 before 1966, 

It should be noted that the PLA has also endeavoured to affect the 
distribution of income between town and country by regularly 
increasing grain procurement prices, reducing the retail price of 
industrial goods for agricultural use, and altering the pattern of 
budgetary expenditure on services in favour of the agricultural sector. 
This is partially reflected in the reported 20.5 per cent increase in per 
capita real income of the peasantry from 1971 to 1975 against the 8.7 
per cent for workers and employees (see Table 5.6). A detailed dis- 
cussion of these developments is beyond the scope of this book, but it 
seems that a large part of the increase in real income in the countryside 
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has probably been financed out of increases in industrial labour 
productivity. 

It seems reasonable to conclude that the increases in real income 
shown in Table 5.6 are the result of a series of conflicting trends. Thus, 
in the period prior to 1966 the policy of encouraging expertise and the 
general neglect of the countryside led to a distribution of income 
favourable to employees, though it is unlikely that the real income of 
any one of the three groups actually fell during these years. But since 
1966 there has been a considerable change. First, there can be little 
doubt that the real income of employees has fallen over the period 
1966—76. Second, it seems clear that the real income of peasants has 
grown more rapidly than that of workers and employees combined and 
probably faster than the real income of workers alone. Thus, in terms 
of the Stalinist requirements, there is no doubt that the distinctions 
between town and country and between physical and mental work are 
being reduced. However, the PLA’s reasons for income redistribution 
have not been entirely ideological, partly because there is a fundamen- 
tal contradiction between the Stalinist development strategy and the 
rules of the system established for its execution. 


THE CONTRADICTION BETWEEN INDUSTRIALIZATION AND 
MOTIVATION 


It has already been noted that the rapid industrialization of an under- 
developed economy requires the maintenance of low levels of aggregate 
current consumption. On the other hand, political and ideological 
factors have constrained this goal in Albania by introducing the 
necessity for a continued growth of consumption and real income. 
Moreover, it is clear that industrial goals will be met only if individual 
economic agents are adequately motivated, and this will be determined 
largely by the extent to which their material aspirations are met. These 
aspirations are, in turn, related both to the rate of growth of consump- 
tion and to the allocation of income between various types of consumer 
goods. Thus, in the early stages of development income will be spent on 
food, services, and simple industrial goods such as furniture, cooking 
‘utensils, and clothing. However, as the level of personal disposable 
income rises, demand for luxury consumer durables such as radios, tele- 
visions, washing machines, and refrigerators will be generated. E. E. 
Anderson?* has called these two stages, respectively, the support 
stage and the sufficiency stage. According to Anderson, after a period 
of high forced savings in each of the East European economies the 
economy passes into its sufficiency stage, 


as its political leadership becomes increasingly satisfied with the 
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progress of industrialization and as they are exposed to greater 
pressures from the population to fulfil their promises of higher living 
standards. This transition is marked by an adjustment in the product 
mix of industry away from the production of capital towards the 
production of larger quantities of consumer goods, by greater emphasis 
on distribution and trade, and by the allocation of larger quantities of 
personal income to the population. 


This change in policy implies a reappraisal of the Stalinist development 
strategy; but in the Albanian economy no such re-evaluation has taken 
place. The changes that have occurred elsewhere in Eastern Europe have 
been noted by the PLA leadership and condemned as ‘revisionism’. On 
the other hand, the PLA leadership was undoubtedly becoming aware 
that a growth of personal incomes, which would lead to pressure on 
the industrialization drive, was, ceteris paribus, inevitable in Albania 
also. But the crucial variable was not aggregate disposable income but 
the distribution of income; since, given the continuing generally low 
standard of living, the pressure on government policy could come only 
from the wealthiest group in the society — the employees. 

In the event, the relative, and even absolute, reduction in the real 
incomes of employees necessary to overcome this contradiction could 
be justified on ideological grounds. This would allow the government 
easily to silence any criticism and, possibly, even to increase its 
popularity with the workers, who could see that under a dictatorship of 
the proletariat no other group could sustain an increase in its standard 
of living that was greater than that of the proletariat. On the other 
hand, the employees would be forced to accept the reduction in real 
income for the same reason that they had to agree to participate in 
physical work and to be subjected to workers’ control: failure to adjust 
uncritically to the new situation would almost certainly result in a 
reclassification from employee to worker or peasant status, with the 
implied further reduction in real income. 

While it is not possible to test directly the hypothesis that the PLA 
leadership reduced employee incomes in an attempt to forestall the 
problems in the area of consumption that beset other Eastern European 
economies, there is at least evidence to suggest that undesired pressure 
on the consumer goods industries has been avoided. However, personal 
savings indicate the existence of disposable income that exceeds 
necessary expenditure on the bundle of goods currently being offered. 

Personal savings deposits are a reasonable surrogate for total personal 
savings, even though a considerable proportion of personal savings is 
probably held in the form of cash hoards. The transition from the 
‘support’ to the ‘sufficiency’ stage of development is indicated by an 
increase in the ratio of savings to total cash income. This latter variable 
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is not known for Albania, but it will be assumed that the sum of total 
retail turnover (state, co-operative, and private) less sales to institutions, 
plus the annual change in personal savings deposits, provides a 
reasonable estimate of current cash income. The exclusion of cash 
hoarding from the calculations will probably lead to an understatement 
of the savings—income ratio but is unlikely to affect its trend over time. 
Table 5.7 shows current income and current personal savings deposits 
and the ratio of the two, for Albania and Hungary — the latter case 
having been used by Anderson in the formulation of his arguments. The 
greater value of the savings—income ratio at all periods for Hungary 
indicates the obvious fact that the standard of living is considerably 
higher in Hungary than in Albania. In other words, when the Hungarian 
population has allocated a proportion of its disposable income to 
achieve a desired level of consumption (of the goods and services 
actually available), the surplus income remaining that may be saved is 
greater than in Albania. The difference in the magnitude of the ratio 
probably understates the difference in standard of living, since the 
‘desired level of consumption’ is unlikely to be as high in Albania as in 
Hungary. 

The rate of growth of the savings—income ratio was considerably 
higher in the Hungarian economy between 1960 and 1970 than in 
Albania — respectively, 288 and 45 per cent; and this discrepancy 
reflects the differences in consumption policy in the two economies. 
On the basis of the rapid growth in Hungarian savings, Anderson 
concludes: ‘the high savings rates of the population indeed imply that 
actual consumer demand was frequently less than that expected by 
central planners because households possessed and employed the 
discretionary power to reduce the magnitude of consumption 
expenditures.’ This, he argues, led to an unanticipated build-up of 
stocks of consumer goods, which acted as a lever on the central 
planners to improve the output mix,?® though the slight drop in the 
savings—income ratio in 1967 is probably due to a change in the 
relationship between savings and cash hoardings rather than to change 
in government policy. In Albania, however, the PLA’s income distri- 
bution policy is clearly reflected in the savings—income ratio. When it is 
considered that the Albanian population has always been encouraged to 
save, the 9 per cent drop between 1966 and 1967 — the savings data 
are taken at the end of the calendar year?” — is significant. That the 
level of accumulated personal savings was reduced in 1967, when the 
number of bank accounts actually rose by 23 per cent,?® suggests that 
there had been a redistribution of income which impelled some 
members of the society to run down cash balances in order to maintain 
existing levels of consumption. It could also be argued, however, that 


TABLE 5.7 Money incomes and savings 
1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1973 


(1) Personal savings 

deposits (million 

leks) 119 122 133 149 167 196 221 212 231 255 295 427 
(2) Personal disposable 

income (million 

leks) 2,334 2,327 2,379 2,548 2,694 2,793 3,016 3,181 3,490 3,846 3,929 5,014 
Average value of 


savings account 
(leks) 505 489 489 502 534 600 670 524 $17 533 572 619 


(1)/(2): Albania 0.051 0.052 0.056 0.058 0.062 0.074 0.073 0.067 0.066 0.066 0.075 0.085 
Hungary 0.067 0.078 0.097 0.127 0.161 0.190 0.200 0.199 0.216 0.238 0.260 - 


Sources: see Appendix C for Albanian sources. Hungarian data cited from E.E. Anderson, ‘The Growth of Income, Consumer Discretion, 
and the Accumulation of Stocks in Socialist Economies’, Papers in East European Economics, no. 45. Centre for Soviet and East European 


Studies, St Anthony’s College, Oxford (mimeographed). 
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at a time of mounting ideological campaigns it was considered safer to 
transfer bank savings into cash hoards, and the real explanation of the 
fall in bank balances is probably a combination of both factors. 

, The PLA’s continuous, and apparently successful, propaganda for an 
increase in personal savings complicates the interpretation of the 
growth in the Albanian savings—income ratio since 1968 in terms of 
discretionary income. For, while the number of bank accounts 
continued to rise up to 1973, the average value of an account in 1973 
was still considerably lower than it had been in 1966, suggesting that 
the number of accounts containing large sums had fallen, with a con- 
comitant reduction in the pressure on the supply of consumer durables; 
and it is likely that the redistribution measures of 1976 represented a 
further attempt to forestall any possible pressure. 

Further evidence of the Albanian government’s awareness of the 
dangers of inflationary pressure in a planned economy is provided by 
the following official criteria for the determination of output and 
income levels.” 

(1) Social product, net material product, and the socialist 
accumulation fund must all grow more rapidly than the level of 
personal disposable incomes. 

(2) The wage funds for workers and employees must be planned in 
accordance with the requirements of the ‘law’ that labour productivity 
must always grow more rapidly than average wages. 

(3) The rate of growth of agricultural cooperatives’ net income 
must exceed that of the wage fund, priority being accorded to the 
accumulation fund over the consumption fund. 

(4) The rate of growth of production of wage-goods must exceed 
the rate of growth of cash in circulation. 

(5) The provision of communal services must outstrip the increase 
in the population. 

It seems reasonable to conclude that the PLA leadership has been 
successful in reconciling the increased material aspirations of earners of 
relatively high incomes with the requirements of the Stalinist develop- 
ment strategy. On the other hand, the increases in per capita savings 
balances after 1968 suggest that ad hoc salary cuts may continue to be 
necessary in the future. Further, although it is unlikely that official 
documents would directly reflect dissatisfaction among employees — 
and no unofficial evidence is available — the severe constraints placed 
on management by the PLA-led worker control schemes has probably 
guarded against serious malfunctioning of the system as a consequence 
of employee dissatisfaction. The employee’s income advantage may 
however already have reached that low margin at which a further 
deterioration will result in mass protest, or at least in unwillingness to 
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accept responsibility. 


WORKER MOTIVATION AND THE PLANNING SYSTEM 


While the PLA’s income distribution policy appears to have risked 
inadequate motivation of employees, and specifically of enterprise 
management, there has also been a problem of worker motivation and 
labour productivity. 

In terms of production function analysis, one is concerned with the 
distinction between a movement along the production function — 
where growth of output is the result of increases in the quantities of 
labour and capital employed in the production process — and a shift in 
the function, representing ‘disembodied technical progress’ (or regress). 
While there are insufficient statistical data available to estimate a 
reasonably accurate production function for the Albanian economy, 
the available evidence does permit a qualitative approach to the 
question. Thus, the estimates of the Albanian industrial capital stock 
made in Chapter 4 allow some inferences to be drawn — via changes in 
the industrial output—capital ratio — about the impact of the sales of 
the system on this kind of technical progress. Table 5.8 shows the 
percentage increase or decrease in the output—capital ratio over various 
periods since 1950. 


TABLE 5.8 Output—capital ratio: percentage changes over given 
periods 


1951-5 1956-60 1961-3 1964-70 1971-3 1974-5 


Change in industrial 
output—capital 
Tatio -29 -1 9 -11 2 5 


Source: Tables 3.1 and 3.2 


In a Harrod—Domar economy with surplus labour, any increase in 
labour productivity will be accompanied by an increase of equal size in 
the capital—labour ratio. In the real world this is rarely the case; 
changes in capital productivity are caused by a variety of factors, 
including the ‘accomodation’ of new capital as workers and managers 
became more skilled and adapted to using it, bottlenecks in the supply 
of raw materials, changing levels of education of the work-force, and 
worker motivation. While it is not possible to isolate these factors 
precisely, the role of worker motivation may be implied. The economic 
problems encountered by the PLA during the First Five-year Plan have 


122 STALINIST ECONOMIC STRATEGY IN PRACTICE 


already been considered. While a drop in capital productivity, owing to 
the inexperience of the workforce in coping with new equipment, could 
be expected during this period, this reason alone seems insufficient to 
explain the magnitude of the decrease compared with later periods 
when growth was still largely extensive. Further, given the relatively 
decentralized nature of the planning system, it seems unlikely that 
supply problems were greater than in any later period. Therefore, it 
seems reasonable to argue that the drop in capital productivity was 
probably due as much to the motivation problems resulting from 
material deprivation during 1951-3 as to any other factors. This 
hypothesis is supported by the relative stability in the output—capital 
ratio during the Second Five-year Plan (1956—60), when the system 
was becoming more centralized and the rate of new technology inflow 
was still high but per capita consumption was rising steadily. It may 
well be that the motivational impact of a steady increase in consump- 
tion, such as the 27 per cent apparently achieved during 1956—60, is 
likely to be stronger than an erratic, though greater, increase such as the 
45 per cent registered during the First Five-year Plan (see Table 5.2), 
particularly since the level of consumption, as well as the rate of 
change, may be significant at relatively low levels. 

It has already been argued that the fall in labour productivity during 
the Third Five-year Plan was due to a large increase in the industrial 
labour supply brought about by the PLA’s attempts to fulfil its 
industrial plans at almost any cost. There were extensive appeals to 
national feeling from the PLA during this period, and exhortations to 
make cost savings wherever possible; and these and the increases in 
current consumption may have operated in favour of capital pro- 
ductivity, even though this fell somewhat. 

In Chapter 2 it was argued that the decentralization in economic 
decision-making power within the policy, planning, and administrative 
hierarchy implied by the 1965 and 1966 changes of system rules would 
probably militate against increased allocative efficiency. This is 
reflected in the decrease of 11 per cent in capital productivity during 
1964—70, but decentralization was possibly a less important factor 
than the gigantic inflow of Chinese capital during the period and the 
inability of the workforce to cope efficiently with the proliferation of 
new plant. On the other hand, capital productivity actually rose in 
1971-3 while a high rate of economic growth was maintained. In 
Chapter 3 it was suggested that this was due partly to the increased 
educational level of the workers, but an examination of the motiv- 
ational aspects of the changes in the system in 1966 and 1970 suggests 
that this accommodation of new capital was not the only important 
variable. 
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On 27 December 1969 the Ninth Plenum of the Central Committee 
of the PLA issued a decision ‘On the Work of the Organizations of the 
Party and of the Masses, of the Economic and State Organs to Further 
Increase Productivity and Enforce Proletarian Discipline at Work’. In 
prefacing its decision the Central Committee admitted that the 
ideological campaigns had had very little impact on the Albanian 
workers, 


in analysing the indices of the socialist organization of work, it turns 
out that, in many cases, there are shortcomings and discrepancies 
springing from a superficial political and theoretical understanding and 
inadequate organization of work; from a one-sided treatment of these 
problems failing to bring them home to the people, their fulfilment of 
the average work productivity in certain branches has slowed down, as 
has the rate of production in general. Nor has enough work been done 
in explaining the orientations and directives of the party regarding the 
socialist organization of work, in acquainting the broad masses of 
workers with the objective economic laws governing them, as well as 
with the consequences resulting from their correct or incorrect 
application.?° 


The blame for this situation was levelled at the party and state organs 
at local level. It is clear that the incentives offered workers had been 
insufficient — or of the wrong kind — to induce them to act as watch- 
dogs for the PLA; and this is perhaps not surprising, since the law on 
the special enterprise fund gives administrative organs the right to 
determine whether an enterprise has met the requirements for the 
receipt of bonuses. It was noted in Chapter 3 that the law on the 
distribution of bonuses gives equal weight to the fulfilment of 
production, cost reduction, and profit plans, but the global production 
plan apparently retained first priority with the administrators. Further, 
even if bonuses has been determined according to the law, the emphasis 
on plan fulfilment of any sort would ensure that workers reacted in the 
same way as managers had previously done. An attempt would always 
be made to be granted the easiest plan possible, and then to over—fulfil 
it by a sufficiently small margin to prevent the imposition, from above, 
of a difficult plan in the next period. Indeed, it is difficult to envisage 
any material incentive scheme that would encourage workers to put 
pressure on management if that pressure was going to lead to a 
reduction in leisure time without a compensating increase in wages. 
But the moral incentives of the ideological campaigns also failed, and 
it is not unreasonable to conclude that, during the Fourth Five-year 
Plan, capital productivity fell partly as a result of worker dissatisfaction 
with the PLA’s continued efforts to firmly entrench Marxism— 
Leninism on the shop floor. 
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In the light of the above arguments, the slight upswing in capital 
productivity during the Fifth Five-year Plan — particularly in the period 
1971-3 — might be thought to be partly attributable to some change in 
motivation brought about by the new system rules of 1970. However, 
the evidence cited in Chapter 3 shows that the problems of labour 
absenteeism have persisted beyond 1970; and, in fact, the only change 
in system rules likely to contribute to an increase in workers’ active 
support for PLA policy was the announced establishment of a special 
fund to be used to implement workers’ innovatory suggestions. It seems 
more reasonable to argue that it was the re-imposition of bank control 
over investments and the tighter administrative control made possible 
by the reduction in the number of plan indicators under the new 
system that facilitated an increase in the efficiency of use of capital. 

On balance, it is difficult to determine whether PLA policy on the 
motivation of workers has had a positive or negative impact on the 
industrialization drive. Whereas the insistence upon continually 
increasing the worker’s standard of living has probably contributed to 
popular support for the regime and its goals, it appears that PLA efforts 
to inculcate the population with its political doctrines may have had 
little, or even a negative, effect on labour productivity. On the other 
hand, political socialization is a long-term process, and there is insuf- 
ficient evidence available as yet to conclude that the PLA will not 
eventually be successful in this direction. 


CONCLUSION 


The requirements of Stalin’s basic economic law of socialism with 
respect to consumption policy led eventually to an increase in the real 
income of a certain part of the Albanian population — the employees — 
which threatened to place pressure on the industrialization drive by 
increasing the demand for consumer durables beyond the limits 
considered appropriate by the PLA leadership. They responded with a 
severe reduction in the real income of Albanian cadres and the 
institution of a series of ideological campaigns intended to provide 
justification for this redistribution of income and to contribute to the 
motivation of Albanian workers — campaigns that had doubtful success 
in the latter respect. 

Perhaps the most important conclusion arising from the PLA’s 
consumption and motivation policies is of a political nature, and fairly 
obvious — that the enforcement of a high savings rate in a poor country 
and, occasionally, of a severe redistribution of income, is possible only 
if the central authorities have sufficient political power — in addition to 
economic power — to withstand popular opposition to their policies. 
Even in a one-party state, if this power is lacking popular unrest may 
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lead to changes in the ruling elite with a concomitant change in 
development strategy. This argument is supported by the experience of 
several Eastern European economies in the mid-1950s, by the rise to 
power of Dubcek in Czechoslavakia and the events of 1970 in Poland. 
In the Albanian case it seems reasonable to argue that the progenitor of 
Albania’s development strategy, Enver Hoxha, has been able to 
maintain his policies over the previous thirty years with relatively few 
modifications by striking a successful balance between the need to 
maintain popular support by allowing a continual increase in the 
standard of living of workers and peasants, and the inevitable alienation 
of large numbers of state functionaries and enterprise managers and 
experts resulting from occasional decreases in their real income. The 
PLA’s cadre circulation policy, discussed in Chapter 2, may also have 
been designed to keep political power firmly in the hands of the party 
leadership by preventing potential opponents from creating or tain- 
taining a stable power base. 


CHAPTER 6 
FINALE 


~It is consistent with PLA policy since 1945, as revealed in actions and 
ideology, to interpret the Albanian economic experience as a two-gap 
model of development constrained by Stalinist rules; these rules include 
the establishment of a centrally planned economic system and the 
maintenance of the maximum feasible rate of saving while ensuring a 
positive increment year by year in the level of current consumption. 
This interpretation does not ignore the influence of the contemporary 
Chinese leadership on Albanian policy. But whereas the Chinese impact 
on the PLA’s foreign economic policy since 1960 has been considerable 
and the economic implications of Chinese aid for the direction and pace 
of Albania’s industrialization have been far-reaching, there is almost no 
evidence to support the common assumption that the PLA leadership 
is Maoist. This erroneous assertion appears to have been based solely on 
the fact that China has been Albania’s only staunch ally since 1961 and 
that Albania has deferentially used Chinese-style terminology from the 
time of the Cultural Revolution onwards, though it may be noted that 
changes in the rules of the economic system and the ideological 
campaigns, which began in the mid-1960s in Albania, have never been 
described in Albanian sources as a ‘cultural revolution’. 
This chapter summarizes the history of the implementation of 
Albania’s development strategy and the evolution of the postwar 
economic system up to the mid-1970s. 


THE ORIGINS OF ALBANIA’S DEVELOPMENT STRATEGY 


The Italian presence in Albania prior to the Second World War had 
several important effects on the PLA leadership’s approach to economic 
policy. On the one hand, extensive geological exploration revealed the 
existence of a substantial mineral resource base which could, under the 
appropriate circumstances, be utilized to Albania’s advantage by the 
provision of exportables and of the energy required by new industries. 
It also became clear that the postwar Albanian authorities would have 
to find an ally willing to finance capital formation and capital goods 
imports to bridge the economy’s savings and foreign exchange gaps. The 
government (somewhat accidentally) isolated itself from the United 
Kingdom, and hence from the West in general, by the Corfu Channel 
incident, and thus could not turn to the West, like Yugoslavia, in 1948. 
Finally, the Albanian experience with Italy led to the realization that 
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economic penetration gave rise to political dominance, and the Hoxha 
regime’s nationalization of non-farm assets ensured that economic aid 
would have to be obtained on a government-to-government basis. 

Enver Hoxha’s violent opposition to Kogi Xoxe and others who 
advocated union with Yugoslavia might be partly explained by 
Albania’s prewar misfortune. In the event, Hoxha’s victory over the 
pro-Yugoslav faction in 1948 probably would not have been possible 
without the intervention of Stalin, and gratitude may account, in part, 
for the PLA’s uninterrupted adulation of the Soviet leader from that 
time onwards. The political preconditions for the adoption of a 
Stalinist development strategy thus existed; in terms of material 
resources, the extensive mineral base spoke in favour of the develop- 
ment of heavy industry though the lack of skilled human resources 
militated against it. 

On the basis of the discussion in Chapters 2, 3, and 4 it seems 
reasonable to conclude that the PLA leadership worked to bring about 
a transformation of the Albanian economy such that heavy industrial 
development might become feasible. They faced two linked but 
separate problems: the achievement of high rates of economic growth, 
and the determination of the pattern of growth. Given the Soviet 
Union’s generosity as an aid donor to Albania (partly to ensure 
continued use of a submarine base on the Adriatic), an economy as 
backward as was Albania at the time might have been expected to have 
had greater difficulty in generating domestic savings than in securing 
foreign exchange. However, a high rate of domestic savings would 
become possible only if the government were able to control the agri- 
cultural surplus, a condition that was not met until the pace of 
collectivization increased in the late 1950s. To this extent it may be 
argued that the PLA used foreign aid as a substitute for domestic 
savings in the generation of investment during its early years in power. 

Economic assistance from the Soviet Union and other Comecon 
countries was also used directly to obtain the capital equipment needed 
for a programme of industrialization, though the possible rate of 
development was still severely constrained by a shortage of skilled 
labour. This constraint operated in two areas of the economy. Within 
the new industries, recently urbanized peasants were expected to man 
what was, to them, sophisticated equipment; and this has been an 
ongoing problem for the economy, though there are signs that by the 
beginning of the 1970s the PLA’s strenuous education campaign had 
contributed to capital-augmenting technical progress. 

In the sphere of economic management also, the Albanian 
government’s desire to establish a highly centralized system of decision- 
making was hindered by a lack of suitably qualified cadres. Conse- 


128 STALINIST ECONOMIC STRATEGY IN PRACTICE 


quently it proved necessary to centralize the economy in a series of 
gradual steps, and this partly explains why the classic Soviet model of 
plan indicators was not in operation until 1959. But while there seems 
no reason to attach any other particular significance to the date when 
the centralized system was introduced, the considerable delay in 
bringing it into being may also be explained by the PLAs desire to 
consolidate its power base. 

In relation to the pattern of Albanian economic development, 
relations with Comecon were not yielding, in the 1950s, the benefits 
for which the PLA had hoped. Thus, while aid was lavish throughout 
the 1950s, the kind of plant and equipment flowing into Albania from 
Eastern Europe was designed primarily to integrate the economy into 
Comecon by fostering the rapid growth of consumer goods (including 
food) industries. This was particularly the case after the 1955 change in 
Comecon policy towards the consumer goods industries, which were 
accorded a priority under the ‘New Course’ that only steel-making and 
engineering had enjoyed under Stalin. Under these circumstances, the 
Stalinist strategy of heavy industrialization could have commenced only 
when light industry and primary commodities provided sufficient 
exportables to finance the import of heavy industrial capital. The 
extent to which the PLA’s dissatisfaction with the nature of Comecon 
aid influenced its reaction to the Sino-Soviet split is unclear, but there 
can be no doubt that the decision to forgo abundant Soviet assistance 
and to rely on promised aid from China —a country itself still 
developing — reflected a degree of ideological commitment unknown 
elsewhere in Eastern Europe. 

Finally, the death of Stalin in 1953 and the Malenkov—Khrushchev 
reassessment of, inter alia, Stalin’s agricultural policy was probably 
influential in encouraging the PLA leadership to re-evaluate its own 
farm policy. Albanian peasants had been taxed heavily while the state 
had undertaken insufficient investment in agriculture to provide a 
growing surplus in face of the increasing urbanization of the popu- 
lation. But the First Five-year Plan had called for self-sufficiency in 
food grains — a target not reached until 1976 — indicating the PLA’s 
awareness that a rapid rate of industrial growth would be possible only 
if the agricultural sector were able to supply the country’s food require- 
ments, thus permitting a greater import of capital goods. The PLA 
leadership decided, in December 1953, to divert resources into 
agriculture, and to reduce the level of forced savings by that sector, so 
as to stimulate agricultural production. Although the PLA’s emphasis 
had again shifted away from agriculture by the end of the Second Five- 
year Plan (1956—60), farm price policies have ensured increasing levels 
of consumption in the countryside up to the present time, and have 
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been supplemented by the capital subsidies made necessary by the fact 
that the Albanian agricultural sector is still the most backward in 
Europe. 

The economic cost of changing allies was high. Projects, the 
construction of which had been commenced with the aid of Soviet 
experts, were left incomplete, while existing plants were often without 
necessary spare parts. In an attempt to meet the industrial output 
target of the Third Five-year Plan (1961—5), human and material 
resources were diverted from other sectors into industry, resulting in a 
failure to fulfil most of the plan targets. The PLA leadership must have 
been aware of the possibility that the Albanian economy would require 
technological restructuring in the event of a break with the Soviet 
Union, and it seems reasonable to argue that the authorities considered 
that the benefits implied by independence in decision-making and the 
implementation of a programme of heavy industrialization would 
outweigh the costs of one failed five-year plan. 

The necessary conditions for Stalinist development were established 
in Albania in 1966, when the growth rate of industrial producer goods 
output began to accelerate; and thereafter, there was no change in the 
development strategy, in terms of Stalinist ideology, until 1973, when 
a reduction in Chinese aid necessitated a reappraisal of priorities. While 
this point is considered in greater detail below, it may be noted that, 
whereas the fundamental tenets of Stalinist economic ideology have 
never been questioned in the Albanian literature, there has been a 
series of important changes in system and policy variables since 1965. 
These represent the adaptation of a development strategy, originally 
designed for the Soviet Union, for application by a small under- 
developed economy which must rely on foreign economic relations for 
achieving a high rate of growth. 


THE ALBANIAN ECONOMIC SYSTEM 


In the classic Soviet model economic decision-making power is highly 
centralized. Thus, the party leadership undertakes the generation 
of policy while the government administration is responsible for its 
execution. However, Stalinist ideological rules do not require any 
specific distribution of decision-making power within the policy, 
planning, and administrative hierarchy. In other words, a restructuring 
of the planning system that shifted enterprises from ministerial to 
regional—state—organ subordination —a noticeable trend in Albania 
since 1965 — could be undertaken without a revision of the ideology. 
So long as the state enterprise remains the recipient of plans over which 
it has no control and which are legally binding on it, the law of value 
does not determine plan targets and the Stalinist condition holds. 
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Further, there is no theoretical prohibition against a decentralization of 
economic decision-making power from the government leadership to 
ministeries or regional organs of the state administration. A priori, it 
might be expected that such a reorganization would lead to increased 
efficiency via improved information flows. However, changes in the 
system initiated in 1965 probably militated against increased efficiency, 
because the country had insufficient cadres spread throughout the 
economy competent to manage their new responsibilities and because 
the purely economic changes were accompanied by a series of 
ideologically motivated measures the execution of which would have to 
be traded off against the achievement of economic goals. 

However, it seems unlikely that the Albanian reforms — if such they 
may be called —of 1966 and 1970 were introduced for economic 
reasons. Rather, it appears that the PLA leadership was concerned 
about its popularity, following the difficulties of the Third Five-year 
Plan, and decided that it would attempt to secure its power base among 
the two largest groups in the country: the workers and peasants. For 
these classes there was the promise of increased participation in the 
planning process and some political control over the activities of enter- 
prise management in the field of plan execution. 

It may be stressed that the PLA leadership probably expected, 
nevertheless, that the system and policy changes would yield benefits 
beyond mass support for the regime. Particularly, it could be argued 
that an economic system in which enterprise directors are faced with 
plan-tautening pressures from above — the hierarchy — and from 
below — worker control — would produce more ambitious plans and 
partly eliminate the negative phenomenon of ‘hidden reserves’. How- 
ever, Albanian worker participation probably merely shifted the 
attempts to obtain a slack plan from the director to the workers. 
Further, while the imposition of worker control appears to have 
imposed additional constraints on management, the ideological 
campaigns resulted in a de facto transfer of decision-making from 
Executive Committees of People’s Councils to enterprise directors; and 
this potential re-entry of the law of value was facilitated by the 
elimination of bank control over the allocation of investment funds, 
until this change was — quite soon — reversed. 

It seems reasonable to conclude that Albanian economic growth 
could have been faster had the system not been decentralized and the 
ideological campaigns not been introduced; but the relevance of such a 
conclusion for the Albanian case is questionable since, true to its stated 
aims, the PLA leadership seems to have made the indoctrination of the 
population with Marxist—Leninist—Stalinist principles a sine qua non of 
economic development. Indeed, a study of the Albanian approach to 
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problems of development suggests an underlying depth of ideological 
conviction on the part of the PLA leadership. This is also exemplified 
in Appendix B below, where the formation of higher-type cooperatives 
in Albanian agriculture from 1971 onwards is discussed. Thus, whereas 
a state farm owns its machinery and the average cooperative is one of 
several being serviced by a machine and tractor station (MTS), each 
higher-type cooperative has the exclusive services of an MTS. Stalin, in 
his Economic Problems of Socialism in the USSR, had opposed the 
proposal by Venzher and Sanina that MTS equipment be sold to 
collective farms, and the Albanian authorities — unlike Stalin’s 
successors in the USSR -- have respected this. However, in terms of 
availability of equipment to the higher-type cooperative, there has been 
a de facto transfer of control while remaining within the Stalinist 
framework. 

It is not possible to draw a firm conclusion about the success or 
failure of the ideological campaigns; but several points may be made. 
To the extent that workers seem aware of the PLA’s political 
motivation, a first stage in the education process has succeeded. But the 
apparent existence of slack plans in the face of official exhortations for 
greater effort and sacrifice indicates that the population may not yet 
have been convinced by what it has learnt. With respect to employees, 
the situation is even more difficult to evaluate. Employees have faced 
a considerable reduction in real income and status relative to workers 
and peasants since 1966; but there is insufficient evidence to allow an 
assessment of the economic cost of potential managerial dissatisfaction. 

On the other hand, the discussion of income redistribution in 
Chapter 5 allows certain conclusions to be drawn regarding the PLA’s 
attempts to solve, in a unique manner, a problem that has beset all East 
European planned economies. This problem is that, whereas the 
priority given to a high rate of capital formation requires a high level of 
saving, both political and ideological considerations have necessitated 
a fairly steady increase in per capita consumption throughout Eastern 
Europe. Given initial differences in the distribution of wealth and a 
subsequent expansion of the gap by the implementation of wage 
policies designed to encourage, inter alia, personal investment in 
education, acquisition of skill, and acceptance of responsibility, a point 
was reached — in most of the economies by the early 1960s and in 
Albania somewhat later — when high-income groups began to demand a 
wider range of consumer goods than had previously been made 
available. Whereas the most common solution to this problem was a 
reallocation of resources into the consumer goods industries, ideological 
considerations led the PLA leadership to adopt a different approach. 
According to Stalinist ideology, the rate of growth of producer goods 
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production must exceed that of consumer goods output, while the real 
income of the population must always be rising. Evoking the existence 
of the dictatorship of the proletariat in Albania and arguing for the 
need to reduce the differences between mental and physical labour and 
town and country, the PLA reinterpreted Stalin’s basic law of socialism 
as requiring a continual increase in the real income of the ‘toiling 
masses’, thereby legitimizing a relative, or even absolute, reduction in 
the real incomes of employees. 

In an economic sense, the trend towards egalitarianism in Albania 
since 1966 may be explained in terms of the principles underlying the 
Stalinist development strategy. In an economic system where resources 
are not allocated according to the laws of supply and demand it is likely 
that imbalance will result between the pattern of goods and services 
offered for consumption and that of effective demand. In the familiar 
macroeconomic presentation, an attempt may be made to ensure that 
the total supply of consumer command over goods and services is no 
greater than the available amount of consumer goods and services 
valued at current retail prices; but this principle does not resolve the 
problem of microeconomic equilibrium. The wider the range of goods 
demanded and the greater the differences between the commodity 
baskets sought by various groups of the population, the more difficult 
it becomes to achieve equilibrium in the absence of consumer 
sovereignty. But if it were possible for the authorities to manipulate the 
demand of the population so that all groups demanded a homogeneous 
bundle of goods, then it would but remain to provide that bundle to 
establish equilibrium. So if a heavy industrilization strategy is not to be 
placed in jeopardy, this bundle must have two features. First, it must be 
suffiicently small to allow the high rate of capital accumulation 
demanded by the authorities, yet it must also be large enough — and 
continually growing — to prevent costly popular unrest. Second, the 
bundle ideally should be composed of commodities the production of 
which is labour-intensive and does not compete for scarce inputs, and 
particularly imported inputs, which would normally be used in the 
capital goods-producing sectors. Foodstuffs are thus preferable to non- 
food goods while, among the latter, traditional household implements 
are more suitable than sophisticated electrical durables. 

A backward agrarian economy is likely to be able to supply the 
growing needs of the (poor) majority of the population. However, as 
industrialization proceeds, the creation of a new urban elite and 
increased monetization of the economy leads to divergence in 
consumption patterns. As is suggested in Chapter 5, the PLA leadership 
appears to have attempted to limit this process by striving for greater 
equility in income distribution. In effect, the savings made by reducing 
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employee salaries could be used to increase the level of investment in 
heavy industry. One problem, however, remains. Equalization of 
incomes requires the ‘subsidization’ of agricultural earnings if the norm 
is taken as the wage of a blue-collar worker, and this represents a 
leakage from potential savings. Thus, in this respect the authorities have 
shown themselves to be willing to trade off growth for increased 
current consumption — which may be seen either as a further example 
of the action of ideology as a constraint on growth, or possibly as a 
modification of the priority of growth necessary if the peasants were to 
be motivated to increase output fast enough to meet the increased 
demand for food of the growing urban population. 

The impact of political considerations on economic development is 
also reflected in the relationship established by the Albanian authorities 
between capital imports and investment. It was argued in Chapter 4 
that the Albanian economy displayed ‘savings-gap’ behaviour in the pre- 
1954 period, owing to the inability of the PLA to obtain control of the 
agricultural surplus. But during the years 1954—70 foreign exchange 
availability apparently became the binding constraint on investment. 
However, the assumptions underlying the two-gap theory of develop- 
ment are such that econometric estimations such as those given in 
Chapter 4 will appear to reflect close correspondence between the 
theory and reality, while crucial differences can be obscured. In Albania 
the rate of growth is likely to increase as the ratio of investment to 
national income rises, since an apparent embrace of the Feldman model 
demands that the rate of growth of investment funds allocated to the 
production of capital goods be greater than the corresponding rate for 
consumer goods production and that — again for ideological reasons — 
the central planners will attempt to ensure that domestic resources are 
allocated in such a way as to facilitate the rapid absorption of capital 
imports into the production process, with a concomitant positive 
correlation between imported capital and investment. But it is neverthe- 
less misleading to explain the impact of foreign aid on the Albanian 
economy with reference to the conventional two-gap model. According 
to the theory, the existence of a foreign exchange gap implies that the 
economy is unable to attain a desired rate of growth because the 
production of exports — or import substitutes — is not sufficiently high 
to pay for ~ or replace — the required imports. Given the increase in 
the rate of adjustment generated by the availability of foreign aid, it is 
argued that at some point in the future the target rate of growth will 
become ‘self-sustaining’. However, the Albanian experience indicates 
that, as long as aid is forthcoming, the authorities will raise the target 
rate of growth, in accordance with the demands of Stalin’s basic 
economic law of socialism, thus maintaining a balance of payments 


134 STALINIST ECONOMIC STRATEGY IN PRACTICE 


deficit as long as it is politically feasible to do so. 

Yet according to the official Albanian description of the country’s 
development strategy, ‘self-reliance’ is one of the strategy’s major goals; 
so it seems that the Albanian concept of self-reliance must be inter- 
preted with care. Thus, whereas the emphasis placed on the generation 
of hydroelectric power as a priority sector since 1967 has enabled the 
country to become first self-sufficient and then a net exporter of 
energy, the attempt to increase technical efficiency and levels of output 
in the engineering industry by limiting the under-utilization of capital 
rather than by embarking on an investment programme to install new 
types of capital goods implies heavy reliance on existing levels of tech- 
nology; and this reliance is strengthened by the policy of attempting 
to become self-sufficient in spare parts. Given the relatively unsophisti- 
cated nature of Albanian industry, the authorities’ insistence that 
world advances in technology be incorporated into the production 
process — without replacing existing plant and equipment with new 
imported capital goods — seems unrealistic. 

On the other hand, the emphasis on spare parts production may 
assist the economy in overcoming an important source of production 
bottlenecks in other developing economies: if an economy relies on 
foreign sources for intermediate goods such as small capital good 
replacements, key components and semi-manufactures, inability to 
obtain those imports — for whatever reason — is likely to lead to a 
decrease in total output, shortages of some consumer goods, and, 
possibly, to unemployment. In a centrally planned economy full 
employment would probably be artificially supported, but output 
would almost certainly fall if existing plant and equipment could not 
be maintained, while the new level of current consumption would be 
influenced by government policy. Thus, the maintenance of full 
employment would ensure that per capita consumption was more 
evenly spread among the population than in a market economy, but the 
aggregate level of consumption would fall if an attempt was made to 
replace producers goods imports by domestic output of similar goods if 
this were technically feasible. If, however, an economy’s reliance on 
foreign trade is largely restricted to ‘extensive’ growth-generating 
capital imports, a cessation of trade would merely restrict the short- 
term rate of growth of capacities — and, soon, of output — but without 
affecting existing production processes. Although this line of argument 
has never been made explicit, there is historical evidence to suggest 
that the PLA leadership probably thinks in this way. In other words, 
the technological restructuring of the Albanian economy necessitated 
by the split with the Soviet Union in 1961 was in some measure due to 
the economy’s inability otherwise to maintain production with the 
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plant and equipment supplied by the Comecon countries. Given that 
the policy of self-reliance first appeared in Albanian economic 
discussions following the failure of the Third Five-year Plan (1961-5), 
it seems possible that the PLA leadership will consider the economy 
completely self-reliant only when a rate of growth of output equal to 
the rate of growth of the population is possible in the absence of 
foreign trade. 

The contemporary Albanian economic system and the PLA’s 
development strategy are the product of both history and Stalinist 
ideology, and it seems reasonable to conclude that, while historical 
circumstances have fashioned the PLA’s approach towards foreign 
economic policy, on the domestic front the quest for rapid industrial- 
ization has been tempered by a desire to produce a society more 
imbued with Stalin’s ideology than his own ever was. 


THE ALBANIAN ROAD TO SOCIALISM 


The three years 1974-6 were marked by the sharpest divisions on 
Albanian economic policy since those surrounding the break with the 
Soviet Union and the intimate alignment with China in 1960—1. As 
then, the only overt sign in the official press that fundamental issues 
of policy had been in dispute were the dismissal, arrest, trial, and (in 
some cases) execution of those PLA and government leaders who had 
opposed the policies of Enver Hoxha and Mehmet Shehu. The losers, 
in the field of economic policy, in 1974—6 were the holders of the 
three principle economic ministries: Abdyl Kellezi, Chairman of the 
State Planning Commission; Kogo Theodhosi, Minister of Industry and 
Mining; and Kico Ngjela, Minister of Trade. So clean a sweep of the 
economic leadership — all were stated to have been dismissed around 
October 1975 — implied a fundamental divergence of view within the 
Central Committee of the PLA; the subsequent dismissal of the Minister 
of Agriculture, Piro Dodbiba, the sole remaining holder of an economic 
portfolio, early in the following year may not have been associated with 
that dispute. The background to the dispute was the scaling-down of 
Chinese aid to and the general under-fulfilment of, the Fifth Five-year 
Plan (1971—5), contrasting with the over fulfilment of the previous 
five-year plan. 

It was suggested in Chapter 3 that the three purged ministers had 
argued for a retreat from the Stalinist priority for the fulfilment of 
ambitious plans for heavy industry in times of economic difficulties, 
regardless of the adverse implications for other sectors of the economy. 
They may well have argued that the adoption of this policy during the 
Third Five-year Plan had led to mass unrest and thus put the leadership 
of the party in jeopardy. In fact, the fulfilment of the 1971—5 Plan 
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indicators for light industry and consumption, and the more rapid rate 
of growth of group B production than group A output during 1974—5, 
indicate that, in practice if not in theory, the Stalinist rules had been at 
least temporarily abandoned. 

None the less, some indication of the previous success of the strategy 
may be given by the fact that in 1975, when Albania possibly received 
no foreign aid and had a balance of payments surplus with China — 
after suffering short-falls on promised aid in 1973 and 1974 — global 
industrial output nevertheless increased by 4 per cent. On the other 
hand, since Albania did not expect to be self-sufficient in spare parts 
(servicing the present level of technology) before 1980, it is unlikely 
that an annual growth rate of industrial output of 4 per cent could be 
maintained indefinitely in the absence of foreign aid. Given that global 
industrial output rose by 8 per cent in 1976, it is likely that Chinese 
equipment deliveries were resumed, although no concrete data on the 
state of Sino-Albanian trade up to 1978 are available. 

Now that Albania is no longer receiving Chinese aid, it is difficult 
to predict the likely outcomes for the Albanian economy. If the 
Albanian authorities decide that the economy should maintain a 
balance of visible trade even before attaining a satisfactory degree of 
self-sufficiency in intermediate goods, it is possible that a large part of 
Albania’s trade will be with the developed capitalist economies of 
Western Europe, and the agreement signed between the Albanian and 
Greek governments to open a Tirana—Athens air link may have been a 
first step in this direction. Now that China has lost the status, in the 
Albanian press, of a socialist economy, any future Albanian require- 
ment for foreign credit would pose the PLA constitutional problems, 
given the barring of such loans by the existing constitution; and since 
that constitution was promulgated in 1976, when difficulties over aid 
from China had already surfaced, it seems highly unlikely that the 
break in the relationship between Tirana and Peking was initiated on 
the Albanian side. 

It seems reasonable to argue that, without the emphasis placed on 
development of energy resources and industrial spare-parts production 
by the PLA’s economic Stalinism, the Albanian economy would have 
fared worse than it did, following the cut-back of Chinese aid in 1975. 
Considering future possibilities, if Albania has been able to extract 
sufficient aid from China to complete the metallurgical complex at 
Elbasan (a complex covering a greater area than Port Douglas), it could 
then become the first country in Eastern Europe to be free of foreign 
creditors. On the other hand, such a situation would also imply the 
lowest level of per capita consumption in Eastern Europe. But, as has 
earlier been demonstrated, the PLA’s approach to consumption is 
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extremely frugal. Indeed, the PLA leadership may have decided that an 
independent economy growing at a moderate rate, in which the entire 
population is clothed, fed, and sheltered and women have been freed 
for the workforce by the ready availability of simple labour-saving 
devices for the home, represents a reasonable short-term approximation 
to ‘full communism’. If that is the case, and if the Albanian economy 
can reach this level in the near future, then Stalinist economic ideology 
will have helped the PLA solve what is arguably the most difficult 
problem facing a developing economy: the need to alleviate extreme 
poverty while still ‘developing’ and not incurring an intolerable burden 
of foreign debt. 


APPENDIX A 


PLAN CONSTRUCTION IN THE ALBANIAN INDUSTRIAL 
ENTERPRISE 


The following table shows the major annual plan indicators for a typical 
Albanian industrial enterprise. The contents of the table are 


discussed in Chapter 2. 


TABLE Al Plan construction in the Albanian industrial enterprise 
Parts and major Organ that Organ ap- Information Source of 
indicators of draws up plan proving needed to draw _ information 
the plan plan up the plan 
(1) Production plan 
(a) Output mix Planning Superior Final products, Superior organs 
(in physical branch organs goods in process and enterprise 
units) industrial placing orders 
services and co- 
operation details 
(b) Global out- Planning Superior (1) Output mix Planning branch 
put branch organs (2) Approved Superior organ 
wholesale 
prices 
(3) Plan for in- Shipment co- 
complete ordinator * 
production 
and imput 
requirements 
(c) Cooperation Planning Superior (1) Balance of Material techni- 
plan branch organs goods in cal supply and 
process sales 
(2) Goods in Technology 
process to office 
be obtained 
through co- 
operation 
(2) Quantity of Planning Superior 
Production branch organs 


Plan 


I II 
(a) Quantity Planning 
categories branch 
of output 


(b) Intervals for, Technology 


servicing office 
production 

(3) Productive Planning 
Capacity branch 
plan 

(a) Average Planning 
annual branch 
capacity 


(b) Machine and Planning 
productive branch 
space load- 
ings 


(c) Exploitation Planning 
of product- branch 
ive capacity 


(4) Investment 
and capital 
construction 
plan 
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Il 


Superior 
organs 


IV 


(1) Physical 
output mix 


(2) Standard 
and tech- 
nical con- 
ditions 


(3) Plan for 
quality im- 
proving 
technico- 
organizational 
measures 


As for quality 
plan 


(1) Data on 
machines’ 
productive 
space 

(2) Investment 
and capital 
construction 
plan 


(1) Cutput mix 


(2) Unit output 
machine 
time norms 
and the 
planned util- 
ization rate 


(1) Output mix 

(2) Average 
annual cap- 
acity 
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Vv 


Planning branch 


Organs of 
quality con- 
trol 


Technology 
office 


Technology 
office 


Chief mechanic 


Chief engineer; 
Chief mechanic 


Pianning branch 
work 
Organization 
branch 


Planning branch 
Planning branch 
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I II Il 


(a) Volume and Chief engineer Superior 
structure of organs 
capital in- 
vestment 

(b) Exploitation Chief engineer Superior 
of new pro- organs 
ductive 
capacity 

(c) List of Chief engineer Superior 
projects organs 


(S) Labour and Work organiza- Superior 


wages plan tion branch organs 
(a) Group Work organiza- Superior 
labour tion branch organs 
productivity 
(b) Planned Work organiz- Superior 
number of ation branch organs 
workers 


IV 


(1) Production 
plan 

(2) Average 
annual 
capacity 

(3) Projects and 
budgets 

(4) Project 
prices 


(1) Production 
plan 

(2) Average 
annual cap- 
acity 


Technical 
projects 


(1) Plan for 
technico- 
organizational 
measure to 
increase pro- 
duction 

(2) Norms for 
labour time 
per unit 
output 

(3) Plan for 
revision of 
norms 

(4) Number of 
workers 
according 
to skill 
categories 


(1) Output mix 

(2) Planned in- 
complete 
production 

(3) Balance of 
workers’ 
useful work 
time for the 
year. 


Vv. 


Planning branch 


Chief mechanic 
Chief mechanic 


Superior organs 
Superior organs 


Planning branch 


Chief mechanic 


Work organiz- 
tion branch 


Work organiz- 
ation branch 


Work organiz- 
ation 


Planning branch 
Planning branch 


Work organiz- 
ation branch 
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(4) Planned per- 
centage 
realization 
of work norm 


(c) Supplemen Work organiz- Superior (1) Anticipated 
tary work- ation branch organs level of work 
force plan force at the 

end of the 
last year 

(2) Workforce 
plan for the 
coming year 

(3) Planned flow 
of workforce 
during coming 
year 

(4) Sources of 
supplemen- 
tary work- 
force 


(d) Planned Work organiz- Superior (1) Organized 


number of ation branch organs recruitment 
other cat- (2) Plan of 
egories of technico- 
workers organizational 
measures for 
the minimal 
use of these 
categories of 
workers 
(e) Training of Work organiz- (1) Supplemen- 
new workers ation branch tary work- 
and increase force plan 
in skill cat- (2) Planned 
egory of number of 
existing workers by 
workers shift category 
(3) Training 
period of 
workers 
(f) Wage fund Work organiz- Superior (1) Work force 
ation branch organs by skill 
category and 
professions 
(2) Workers 
wage rates 
(3) Organized 


recruitment 
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Vv 


Work organiz- 
ation branch 


Work organiz- 
ation branch 


Work organiz- 
ation branch 


Superior organs 


Superior organs 


Work organiz- 
ation branch 


Work organiz- 
ation branch 


Work organiz- 
ation branch 


Work organiz- 
ation branch 


Superior organs 


Superior organs 
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(g) Average 
wages 


(6) Material— 
technical 
supply and 
sale of output 


(a) Input 
requirements 
(excluding 
electricity) 


Work organiz- 


Supply branch Superior 


Supply branch (1) Output mix 


(2) Planned 


(3) Norms for 


(4) Supporting 


IV 


(4) Tables of 
wages for 
management 

(5) Norms for 
labour time 
per unit out- 
put and their 
planned per- 
centage 
realization 

(6) Balance of 
workers’ 
useful time 
for the year 


(1) Wage fund 
(planned) 

(2) Planned 
number of 
workers by 
skill category 

(3) Planned per- 
centage in- 
crease in 
labour 
productivity 


(4) Percentage 
of increase 
in labour 
productivity 
to be secured 
by direct merit 
of workers 


goods in 
process 


Vv 


Superior organs 


Work organiz- 
ation branch 


Work organiz- 
ation branch 


Work organiz- 
ation branch 
Work organiz- 
ation branch 


Work organiz- 


ation branch 


Work Organiz- 
ation branch 


Planning branch 
Planning branch 


Technology 


unit output _— office 


raw material 
requirements 


Chief mechanic 


department chief technician 
plan for energy 
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I II Ill 
(b) Electrical Chief technician 
energy for energy 
requirements 


(c) Sales plan Superior branch Superior 


organs 


(7) Cost plan Planning branch Superior 


organs 
(a) Cost of Planning branch Superior 
production organs 
per unit of 
output 


(b) Budget of 
production 
expenses 


Planning branch Superior 
organs 


IV 


(5) Investment 
and capital 
construction 
plan 

(6) Input prices 

(7) Plan of 
measures for 
the rational 
use of inputs 


(1) Planned 
volume of 
production 

(2) Norms for 
energy 
requirements 
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Vv 
Chief mechanic 


Superior organs 


Technology 
office and 
supply branch 


Planning branch 


Chief technician 


per unit output 


(3) Work plan of 
departments 
and their 
regime of 
work 


(1) Output mix 

(2) Output 
prices 

(3) Unsold 
output and 
goods in 
process 


(1) Norms of 
input 
requirements 
per unit 
output 

(2) Input prices 

(3) Wages per 
unit output 

(4) Budget of 
departmental 
enterprise 
expenses 


(1) Production 
plan in 
money terms 


Planning branch 


Planning branch 
Superior organs 


Supply branch 


Technology 
office 


Superior organs 
Work organiz- 
ation branch 
Planning branch 


Planning branch 
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(c) Absolute 
and per- 
centage cost 
reduction 
plan 


Planning branch Superior 
organs 


(8) Technical 
development 
plan 


Superior 
organs 


(a) Plan for new Technology 
products office 
and the per- 
fection of 
existing 
products 


IV 


(2) Material 
technical 
supply plan 
in money 
terms 

(3) Wage fund 


(4) Depreciation 
charges 
(5) Budget of 


other expenses 


(1) Output mix 

(2) Actual cost 
of products 
in the base 
year 

(3) Plan of 
technico- 


organizational 


measures for 


cost reduction 


(4) Economic 
outcomes of 
carrying out 
the measures 
for cost 
reduction 


(1) List of new 
products and 
old ones 
requiring 
improvement 

(2) Construction 
plan for new 
products 

(3) Technologi- 
cal plan for 
new products 

(4) Organiz- 
ational and 
input plan 
for new 
products 

(5) Unit cost of 
new products 
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Vv 
Planning branch 


Work organiz- 
ation branch 
Planning branch 
Planning branch 


Planning branch 
Planning branch 


Management 


Planning branch 


Planning branch 
and technology 
office 


Technology 
office 


Technology 
office 


Technology 
office 


Planning branch 


I II 


(b) Research Technology 
and develop- office in con- 


ment plan junction with 
management 
(c) Plan of Management 
technico- 
organiz- 
ational 
measures for 
the exploit- 
ation of 
internal 
reserves 
(9) Financial Accounting 
plan branch 
(a) Balance of Accounting 
income and _ branch 
expenses 
(b) Profit plan Accounting 
branch 
(c) Plan of Accounting 
working branch 


capital norms 
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(1) Plan of new 
production 
techniques 

(2) Plan of ideo- 
political and 
technico- 


organizational 


measures for 
the exploit- 
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Vv 


Technology 
office 


Management 


ation of internal 


Teserves 


Enterprise 
political and 
technico- 


organizational 


measures for 
departments 
(2) Economic 
efficiency 
secured by 
carrying out 
measures 
(3) Overall plan 
of measures 
for the 
enterprise 


Superior 
organs 


All other indi- 
cators of the 
financial plan 


Superior 
organs 


(1) Production 
plan 

(2) Sales plan 

(3) Wholesale 
prices 

(4) Turnover 
tax prices 

(S) Percentage 
retail mark- 
ups 


Superior 
organs 


(1) Production 
plan 

(2) Input 
Tequirements 
norms 


Superior 
organs 


(1) Plan of ideo- 


Departments 


Management 


Planning branch 


Planning branch 


Supply branch 
Superior organs 


Superior organs 


Superior organs 


Planning branch 


Technology 
office 
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(d) Sources of 
finance for 
working 
capital 


Accounting 
branch 


(e) Plan for 
finance of 
investments 
and large 
undertakings 


Accounting 
branch 


(f) Sources of 
finance for 
investment 
and large 
undertakings 


Accounting 
branch 


(g) Depreciation Accounting 
fund plan branch 


(h) Turnover tax Accounting 
plan branch 


Superior 
organs 


Superior 
organs 


Superior 
organs 


Superior 
organ 


Superior 
organ 


(3) Input prices 

(4) Prices of 
finished 
products and 
goods in 
process 

(5) Cost of 
production 

(6) Schedules of 
production 
cycles 


(1) Wage fund 


(2) Planned 
expenses 
for electrical 
energy 

(3) Profit 


(4) Sources from 
other enter- 
prises 

(S) Budgeting 
finance 


(1) Average 
annual fixed 
capital 
situation 

(2) Depreciation 
norms 


(1) Depreciation 
fund for 
investments 
and large 
undertakings 

(2) Profit 

(3) Budget 

(4) Bank credit 


(1) Average 
annual value 
of fixed 
capital 

(2) Depreciation 
norms 


Same data as for 
profit plan 


Superior organs 
Superior organs 


Planning branch 


Planning branch 


Work Organiz- 
ation branch 
Chief technician 
for energy 


Accounting 
branch 
Superior organs 


Superior organs 


Chief mechanic 


Superior organs 


Superior organs 


Superior organs 


Superior organs 
Superior organs 


Superior organs 


Superior organs 


Superior organs 
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THE SPECIAL CASE OF COLLECTIVE AGRICULTURE 


An interesting example of a change in Albanian system rules is provided 
by the establishment of a new form of agricultural economic unit. The 
interest lies largely in the use made of Stalinist ideology in attempting 
to solve the problem of distinctions of ownership between cooperatives 
and state farms. 

The management of an agricultural cooperative differs from that of 
a state enterprise — be it industrial or agricultural —in that the 
principle of one-man management — however much influenced by the 
local party organs — is replaced by ‘collegiality’, so that the day-to-day 
administration of the cooperative is the collective responsibility of a 
management board comprising the director, one or more deputy 
directors, and certain senior staff.! Whereas the principle of democratic 
centralism is officially the sole management criterion in state enter- 
prises, in the cooperative it is supplemented by the concept of ‘internal 
cooperativist democracy’, whereby the management of the cooperative 
is elected by the members of the cooperative, with the advice of the 
local party and state organs, and is accountable to its members.” 

Up to 1971 cooperative members derived income from a combi- 
nation of payments in cash and in kind as a labour-day dividend, and 
from the produce of their household plots.? The plot has been dimin- 
ished several times under PLA pressure in the ten years up to the mid- 
1970s, on each occasion the government offsetting the income forgone 
by increases in agricultural procurement prices, reductions in the prices 
of goods bought by farmers, and, most recently, the payment of state 
pensions to eligible farm members. The increment in procurement 
prices was not accompanied by a rise in state-determined retail prices 
(which overall have slightly fallen), and the difference was subsidized 
to the extent of 27 million leks in the three years 1967—9* and 
‘hundreds of millions’ in the six years 1970—5.° 

In 1971 the system of collective remuneration was brought in line 
with practice elsewhere in Eastern Europe by the introduction of 
monthly advances, aggregating 70—80 per cent of the labour-day 
dividend, the remainder to be paid at the end of the year to the extent 
that the plan is fulfilled.© More importantly, that year (on 15 July) a 
new form of collective was introduced: the ‘higher-type agricultural 
cooperative’’ is an ingenious solution to an ideological problem of 
some importance to the PLA. 

Stalinist ideology requires that the mechanization of collective 
agriculture be undertaken via state-owned machine and tractor stations 
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(MTS) because the transfer of capital goods from state to group owner- 
ship would represent ideological retrogression. Further, in Economic 
Problems of Socialism in the USSR it is argued that the collective farms 
would not have sufficient investible funds to ensure that agriculture 
benefited from technological advances: 


What ... would be the effect of selling the machine and tractor stations to the 
collective farms as their property? The effect would be to involve the collective 
farms in heavy loss and to ruin them, to undermine the mechanization of agricul- 
ture, and to slow up the development of collective-farm production. 


The PLA has never changed its position on this issue, and has always 
harshly criticized the USSR for abolishing the MTS. Of course, the 
provision of machinery services was never the sole function of the MTS 
in the Soviet Union or Albania. In both it was partly responsible for 
agricultural procurement; it had to assist in the collectivization drive; 
and, perhaps most important in Albania, it was charged with spreading 
the party’s message among the peasants. Hence, for the PLA the MTS 
remains an indispensible unit of organization in agriculture. 

On the other hand, plan fulfilment has always been a problem in 
Albanian agriculture, and increased capital investment in the cooperat- 
ive sector was essential if crop yields were to be raised to a satisfactory 
level. In 1970, comparing the cooperatives with state farms, food grain 
yield on the farms was only 85 per cent; cow milk yield, 47 per cent; 
the level of mechanization, 64 per cent; and the volume of annual 
investment, 60 per cent.” But it is clear from these figures — although 
the former Minister of Agriculture, Piro Dodiba, did not choose to draw 
the conclusion — that in grain and milk production the cooperatives 
were achieving higher levels of output per unit of mechanization and 
investment than were the state farms. 

The ideological considerations just described meant that investment 
in the cooperatives themselves could take place only on the basis of 
internal accumulation, short-term state aid, and long-term bank credits; 
budget grants for investment in machinery had to be confined to the 
MTS. However, while the new higher-type cooperative of 1971 
continues to receive short-term state aid, long-term bank credit has 
been replaced by direct investment out of the state budget, and the 
state becomes a part-owner of the cooperative to the extent of its 
investment in it. In this way the ideological standing of the investment 
remains unaffected; it is still state property. 

The method of remuneration of members of the higher-type co- 
operative lies between those of ordinary cooperatives and of state 
farms. Thus, workers in the higher-type cooperatives are paid 90 per 
cent of their wages, determined by planned norms, fortnightly and the 
remainder at the end of the year provided the plan has been fulfilled.!° 
The difference between this system and that in ordinary cooperatives is 
that in the latter case payment is based on labour-days, the value of the 
labour-day depending on output, whereas in the case of the higher-type 
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cooperative a minimum wage is paid regularly and later supplemented 
according to the fulfilment of the production plan (which is no longer 
Gerermined internally but, as with state farms, as part of the state 
plan). 

The provision of machinery for the higher-type cooperative provides 
a further example of ideological ingenuity. Whereas the state farm owns 
its machinery and the average cooperative is one of several being 
serviced by an MTS, each higher-type cooperative has the exclusive 
services of an MTS. Thus, the agricultural machinery remains de jure 
state-owned, but in terms of availability to the cooperative there has 
been a de facto transfer of control. The ultimate aim of the PLA is the 
conversion of all ordinary cooperatives into higher-type cooperatives 
and eventually the complete elimination of both group and private 
ownership. However, for the time being members of higher-type co- 
operatives are still entitled to a private plot. The prerequisite for 
transition from ordinary to higher-type cooperative status has been and 
continues to be ‘economic strength’; thus the cooperatives must, in 
some undefined sense, be ready for ideological advancement.!? By 
1976, higher-type cooperatives occupied 23 per cent of the arable land 
and produced 25 per cent of the grain, 40 per cent of sunflowers, and 
more than half the rice and cotton produced by the cooperative 
sector.!? No higher-type cooperatives have as yet been transformed 
into state farms, nor has a clear transition mechanism been defined. As 
Enver Hoxha put it in 1971: 


Life, the revolutionary practice of our socialist construction, will show us later 
the other stages through which this process will have to pass. It will indicate the 
measures that should be taken to gradually eliminate those differences which 
exist today between these two forms of socialist property. 


APPENDIX C 
ALBANIAN STATISTICAL SOURCES 


Introduction 


The quantity of official Albanian statistics published is roughly 
correlated with Albania’s economic position in the socialist world. 
Thus, it publishes fewer statistics than the relatively developed 
economies of Eastern Europe but rather more than the underdeveloped 
economies of Asia. Statistical yearbooks were published annually up to 
1965 and appeared biennially between 1967—8 and 1971-2. Since that 
time, there has only been one statistical publication of note, 30 vjet 
Shqiperi socialiste (Tirana, 1974), an ersatz yearbook. It is not clear 
whether further statistical yearbooks will be published in the near 
future. 

The reliability of Albanian statistics cannot be measured directly. 
However, it is likely that inaccuracies will arise owing to distortion at 
the enterprise level - a common feature of other Eastern European 
statistics. It seems much less likely that statistics are deliberately 
distorted at the central level, for two reasons. First, with respect to the 
statistics used in this book, there is little evidence of inconsistencies 
between various sources. Such discrepancies as do occur may be 
ascribed to rounding errors or changes in methodology. Second, 
sufficient economic failures have been published to indicate that the 
reported successes are plausible. In the case of a particularly undesirable 
outcome — such as the drop in industrial labour productivity noted in 
Table 3.1—the datum is not reported and must be calculated 
indirectly. 

For the purposes of most of the statistical analysis in this book it 
is necessary to convert particular data published at current prices into 
a constant price series. The relative scarcity of statistics generally pre- 
cludes any choice between alternative methodologies in the calculation 
of price indices. Consequently, it has proved necessary, in most cases, 
to estimate the only index possible. In the Albanian case this is unlikely 
to be crucial, as almost any index chosen — if the choice were 
available — would suffer from a defect certain to outweigh all others: 
namely, that the rapid growth of the Albanian economy since 1945 
has been accompanied by a marked change in the composition of 
aggregates such as global industrial production and gross investment. 

The decision to convert all aggregates into 1971 prices has, likewise, 
been determined by the nature of Albanian statistical publications. 
Thus, values for global industrial product are generally given in 1956, 
1960, 1966, or 1971 prices, since these were years of reforms in 
industrial wholesale prices. On the other hand, for reasons that are not 


APPENDIX C 151 


clear, gross investment has been valued at 1958, 1961, and 1971 prices. 
For the sake of consistency, then, 1971 prices must be used. The 
unavoidable problem caused by this constraint is that, where absolute 
values of a particular variable have not been published, it has been 
necessary to use growth indices based on a Laspeyres formula, which 
employs base-year (probably 1956) price weights; ie., 


P1i4do0 
Poo 


(Statistike ekonomike, Tirana, 1972, p. 148). 

Statistical calculation at a level of sophistication encountered in 
research on other Eastern European economies is clearly not possible. 
On the other hand, to the extent that the statistical data used in 
Chapters 3, 4, and 5 have not been in conflict with qualitative expec- 
tations, it may be argued that the manipulations required to produce 
the data in their final form have been justified. The remainder of this 
appendix is devoted to an outline of the sources and methods used in 
the preparation of certain tables in the body of the text. 


Chapter 3 


(a) Table 3.1 


The value of global industrial production in 1971 prices is given for 
1950, 1955, 1960, and 1970 in Vjetari statistikor i RPSh 1971-2 
(Tirana, 1972), p. 55. The 1973 value is given in 30 vjet Shqiperi 
socialiste (Tirana, 1974), p. 55, while the value for 1975 is calculated 
from 52 per cent increase in global industrial production compared 
with 1970 (Rruga e partisé, no. 12, 1976, p. 11). 

To obtain the value of global industrial production in 1963 at 1971 
prices a price index must be calculated. This is obtained by dividing the 
value of global industrial production in 1960 expressed at current 
prices (Vjetari statistikor i RPSh 1964, Tirana, 1964, p. 133) by the 
evaluation at 1971 prices (Vjetari statistikor i RPSh 1971-2, p.55), 
which yields an index of 11.496. Dividing this into the 1960 prices 
evaluation of global industrial production in 1963 (Vjetari statistikor 
1RPSh 1964, p.133) yields 3,385 million leks at 1971 prices. 

30 vjet Shqiperi socialiste, p.45, gives the number of industrial 
workers in 1963 and 1973 and an index of industrial labour pro- 
ductivity for 1960, 1970, and 1973 related to 1950 = 100. The data for 
1975 are obtained from the increases in industrial labour productivity 
and global industrial product, during the Fifth Five-year Plan, of 21 and 
52 per cent respectively (Rruga e partisé, no. 12, 1976, p.11). Because 
data on the Albanian industrial wage fund have not been published, it 
is necessary to use productivity data expressed in units of lek per man 
for the analysis in Chapter 3. However, the Albanian productivity series 
are probably calculated with reference to the wage bill. For the sources 
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considered thus far this is unimportant, since 1971 prices have been 
used throughout. On the other hand, the estimate of productivity 
change for the 1951—5 period, which is cited as 70 per cent (PPSh 
Dokumenta kryesore, vol. Il, Tirana, 1972, p. 612), was possibly 
calculated using 1956 prices. This amount is therefore deflated by a 
price index of global industrial production and the result divided by 10 
to account for the switch from old leks to new leks. The derivation of 
the index, 12.47, is given below (sources for Table 3.4). The resulting 
increase of 56 per cent between 1950 and 1955 is then used to 
calculate the value of industrial labour productivity in 1955. 


(b) Table 3.2 


The Albanian capital stock is calculated from several sources. A gross 
investment series is given, in 1971 prices, in Vjetari statistikor i RPSh 
1971-2, p. 115, and reproduced in Table A2). 30 vjet Shqiperi 
socialiste and annual plan reports provide the data for 1973 and 1975, 
while Vjetari statistikor 1965 allows the determination of the value for 
1963. The labour force data of Table 3.1 are then used to calculate the 
capital—labour ratio. 


TABLE A2_ Gross investment. 
(million leks, 1971 prices) 


1938 13 1951 396 1960 1,065 1969 2,052 
1945 15 1952 543 1961 1,112 1970 2,207 
1946 44 1953 536 1962 964 197] 2,461 
1947 136 1954 317 1963 1,016 
1948 166 1955 458 1964 1,320 
1948 166 1956 500 1965 1,617 
1949 158 1957 646 1966 1,783 

1958 985 1967 1,672 


1950 303 1959 1,070 1968 1,692 


(c) Table 3.4 


M.C. Kaser, ‘External Economic Relations’, in M.C. Kaser and A. 
Schnytzer, The Albanian Economy from 1945 to the 1980 Plan (Papers 
in East European Economics, no. 52, St Antony’s College, Oxford), p. 
V-—13, gives the value of Albanian exports and imports, at current 
prices, over the relevant period. A former employee of the Albanian 
Planning Commission (Mrs A. Palacios, St Antony’s College, Oxford) 
has stated that the value of Albanian imports is expressed in domestic 
prices. Since no official Albanian source gives a contradictory 
impression, it is assumed that a simple price index may be used to 
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convert the trade data into 1971 prices. The index chosen is calculated 
on the basis of data relating to gross industrial production because the 
analysis in Chapter 3 and 4 is concerned only, with the surplus of 
imports over exports as a measure of foreign capital inflow. The 
content of the surplus may thus be reasonably assumed to comprise 
predominantly industrial goods. Finally, it is assumed that an index 
relating 1956 to 1971 prices may be applied to the pre-1956 data. 

Similarly, the values of global industrial production for 1960 in 
1971 and 1956 prices, given in, respectively, Kaser, ‘External Economic 
Relations’ and Vjetari statistikor i RSPh 1965 (Tirana, 1965), p. 126, 
are used to calculate a deflator of 12.47. Vjetari statistikor i RPSh 
1965, p. 127, expresses 1960 global industrial production in 1960 
prices, facilitating the calculation of an index linking 1960 prices with 
1971 prices. The value of the index is 0.08699. 


Chapter 4 


(a) Table 4.3 


The ratio of foreign aid to gross investment is calculated on the basis 
of Table 3.4 and the investment series in Vjetari statistikor i RPSh 
1971-2, p. 115. This source is used in conjunction with Rruga e 
partise, no. 12, 1976, p. 11, which states that gross investment for the 
years 1971—5 was 50 per cent greater than it had been in the 1966—70 
period, to calculate the value of A/J for 1971—S. 


(5) Econometric estimations 


The econometric estimates given in Chapter 4 were all obtained using 
the ‘Fakad’ program on the Oxford University computer. The program 
gives all R? values corrected for degrees of freedom. The values of 
Y7t— 1 used in equation (6) were calculated on the basis of the price 
indices noted above and are presented in Table A3. The values of A 
follow from Table 3.4, while the investment series is from Vjetari 
Statistikor iRPSh 1971-2. 


TABLE A3_  Lagged global industrial product 
(million leks at 1971 prices) 


1960 1961 1962 1963 1964 1965 
281 195 195 214 259 225 


For the regression of incremental output—capital ratios on foreign 
aid, the value of net material product for the relevant years was 
calculated on the basis of the 1970 estimate in 1971 prices given by 
Kaser and Schnytzer, The Albanian Economy, pp. 1-21, and the indices 


154. STALINIST ECONOMIC STRATEGY IN PRACTICE 


of annual growth of net material product were found in 30 vjet 
Shqiperi socialiste, p. 183; Ekonomia popullore, no. 6, 1972, p. 119; 
Vjetari statistikor i RPSh 1969-70, p. 105; Vjetari statistikor i RPSh 
1965, p. 345; and Anuari statistikor i RPSh 1960 (Tirana, 1960), p. 
276. The calculated values of AY/I are shown in Table A4 (1971 
prices). 


TABLE A4 = Incremental output—capital ratio 


1956 0.050 1961 0.218 1966 0.295 
1957 0.534 1962 0.218 1967 0.330 
1958 0.176 1963 0.383 1968 0.112 
1959 0.462 1964 0.183 1969 0.301 
1960 0.077 1965 0.002 1970 0.242 


TABLE AS Components of per capita consumption 
(million new leks) 


B 0.5D 0.915R A Xx Cc P. 

1950 98 74 512 655 170 1.1 1.22 
1955 208 97 1,049 893 249 1.5 1.39 
1956 249 76 1,132 714 305 1.2 1.42 
1957 306 78 1,386 893 316 1.5 1.46 
1958 497 110 1,818 655 284 1.4 1.51 
1959 582 106 2,059 1,072 274 1.8 1.56 
1960 600 105 2,061 655 262 1.1 1.62 
1961 622 120 2,105 714 219 1.2 1.66 
1962 655 135 2,157 7174 211 1.3 1.71 
1963 713 139 2,324 714 208 1.2 1.76 
1964 746 140 2,456 834 220 1.4 1.81 
1965 767 146 2,524 953 240 1.6 1.87 
1966 812 140 2,731 1,250 260 2.1 1.91 
1967 837 151 2,913 1,429 277 2.4 1.96 
1968 918 168 3,170 1,489 301 2.5 2.02 
1969 1,064 217 3,490 1,548 332 2.6 2.08 
1970 1,210 238 3,551 1,667 338 2.8 2.14 
1971 1,346 255 4,035 1,369 384 2.3 2.19 
1973 1,516 293 4,458 1,846 424 3.1 2.3 


B= budgetary expenditure on social and cultural sectors 
D = budgetary defence expenditure 

R = socialist sector retail turnover 

A = autoconsumption 

X = private sector retail turnover 

G = index of bread grain production (in physical units) 
P= population (in millions) 
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A is calculated by weighting the 1970 value by the index of grain 
production. Consumption is then obtained as 


B+t0.5D+0.915SR+A+X 


and the population data are used to obtain the index of per capita 
consumption shown in the text. 

The following sources were used: 

(1) 30 vjet Shqiperi socialiste, pp. 21, 115, 177, 190; 

(2) Anuari statistikor i RPSh 1959 (Tirana, 1959), pp. 27, 94-5, 

159, 179; 

(3) Vjetari statistikor i RPSh 1965, pp. 63, 198—9, 289, 348; 

(4) Vjetari statistikor i RPSh 1969-70, pp. 23, 73, 98, 106; 

(5) Anuari statistikor i RPSh 1960, pp. 53, 139, 223, 277. 


(b) Table 5.7 
Personal disposable income was calculated as 


0.915R +X +(annual change in personal savings). 


The savings data are cited in the above sources, as follows; 
(1) p. 195; 
(2) p. 185; 
(3) p. 350; 
(4) p.110; 
(5) p. 284. 
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